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COMPLETE 
TRUST SERVICE 


For more than three decades the Trust Depart- 
ment of Mercantile-Commerce has been rendering 
responsible and efficient fiduciary service in St. 
Louis. Extensive facilities have been developed. 
The department is experienced in every phase of 
corporate and individual trust work. 


We invite inquiries from banks, corporations or 
individuals desiring any form of fiduciary repre- 
sentation in this territory. 


Mercantile-Commerce 
Bank and Trust Company 


Locust ~ Eighth~ St. Charles 
St. Louis 


Member Federal Deposit Insurance Corporation 
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1836—1936 
One Hundredth Anniversary Year 


If you contemplate establishing a 


banking connection in Philadelphia 


the Girard Trust Company invites 


your consideration of its facilities. 


GIRARD TRUST COMPANY 


EFFINGHAM B. MORRIS ALBERT A. JACKSON 
Chairman of the Board President 
BROAD AND CHESTNUT STREETS, PHILADELPHIA 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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CORRESPONDENT BANK 
SERVICE 


The Chase National Bank represents a 
large number of banks and bankers as 
New York correspondent and reserve 
depository. 


In addition to routine banking service, 
the Chase offers correspondents: 


Loan accommodations at short notice 
on terms warranted by conditions. 


Current information and statistical 
data on all types of investments. 


Facilities for the safekeeping of securi- 
ties and for placing orders in all 
security, commercial paper and ac- 
ceptance markets. 


An international organization for 
clearing foreign items. 


Reports on trade situations and on 
the financial condition of companies 
and individuals, here and abroad. 


THE 
CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 








Investment Problems of Trustees 
In Event of Serious Inflation 


je mounting government debt, now 
over the thirty-one billion mark, with 
its attendant fiscal demands and infla- 
tionary possibilities, has aroused an in- 
creasing interest in equities as a medium 
for the protection of “real” income or 
purchasing power of investors. The un- 
balanced condition of the money market, 
with deposits piling up in banks out of 
proportion to borrowing demands of 
business, forcing interest rates to one of 
the lowest levels in years and encourag- 
ing refunding of bonds at sharply re- 
duced yields, has further aggravated the 
fiduciary’s investment difficulties, espe- 
cially where no power is contained under 
the trust to invade principal for income 
equalization. Mounting taxes on many 
of the commodities of daily use have 
added their share to the increased costs 
of living which promise, as the threat of 
currency and credit inflation comes into 
effect, to bear heavily on those depen- 
dent on income from conservatively-in- 
vested savings. 

The effects and dangers of these in- 
fluences on trusteed funds have been con- 
spicuously presented in three recent 
cases. An Illinois court ruling held that 
government bonds under present condi- 
tions, and yield, did not offer attractive 
investment for guardians’ funds. A New 
York petition for relief from “legal” 
trust investment restrictions was denied 
on the grounds that the matter was one 
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for the legislature. The most recent and 
spectacular case, in the Superior Court 
at San Jose, California, granted the peti- 
tion of the trustees of Leland Stanford 
Jr. University to invest the founding 
grant, or a portion thereof, in debentures 
and stocks of “well-managed” corpora- 
tions. Unfortunately, the existence of 
minors or contingent interests in trusts 
confined to “legals,” and the lack of ap- 
proval by the highest courts of the 
States, estops many funds from such 
latitude as may seem desirable, except 
in those States operating under the more 
flexible ““Massachusetts rule” of invest- 
ment. 

Three particularly significant state- 
ments, prepared for TRUST Companies 
Magazine, regarding common stocks as 
a protection against “inflation” and low 
interest rates, are quoted below. 


GEORGE E. ROBERTS, Economic Adviser, 
National City Bank of New York. 


In view of the prospect for a higher level 
of commodity prices and the possibility of 
monetary inflation as well as credit infla- 
tion, I would say (1) that undoubtedly there 
is ground for apprehension that a higher 
level of prices and living costs will event- 
ually result from the devaluation of the 
standard dollar in 1934. When and how 
rapidly the movement will develop depends 
upon so many factors that nothing more 
definite can be said. (2) It is obviously true 
also that agitation exists for further de- 
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valuation, or direct issues of paper money, 
and the rising volume of Government debt 
is an element of danger in this connection. 
The action of 1934 was based upon the 
theory that the existing body of indebted- 
ness was so great that it could be paid only 
by reducing the value of the money. If re- 
turning prosperity on the 1934 basis should 
result in another large increase of private 
and public indebtedness, the same argument 
probably would be revived. These are mat- 
ters that investors naturally will consider. 

The argument for common stocks is based 
upon the fact that they represent a proprie- 
tary interest in a going business, and busi- 
ness must find a way to go on somehow, 
whatever may happen to money, prices nat- 
urally following costs. In the event of 
violent inflation a stockholder in a sound 
business has a more desirable position than 
a creditor whose claims are fixed in terms of 
money. This is unquestionable. Of course, 
there is much more to be said on the sub- 
ject, particularly regarding the selection of 
stocks. 


Pror. F. CyriL JAMES, Wharton School 
of University of Pennsylvania. 


Obviously the common stocks tend to pro- 
tect the corpus of a trust much better than 
bonds during inflationary periods, and it is 
also probable that they would provide a 
more satisfactory income during periods of 
runaway inflation. On both of those ques- 
tions there can be very little argument. In 
view, however, of the fact that inflation 
does not go on forever it is necessary to 
consider carefully the position of the estate 
during the periods of falling prices, and in 
such circumstances the value of an estate in- 
vested primarily in common stocks would 
shrink rapidly as would the income derived 
from it. The real problem is not therefore 
whether to invest solely in stocks or bonds. 
Both have substantial merits in appropriate 
circumstances. The real problem, therefore, 
is that of deciding upon appropriate pro- 
portions in which the two should be pur- 
chased and of varying the proportion scien- 
tifically from time to time. 


Dr. WALTER E. SPAHR, New York Uni- 
versity. 


If inflation becomes pronounced, and if 
the trend of stock prices is definitely up- 
ward, then, of course, the trustees can do 
more under this new authority than other- 
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wise might be the case to save an institu- 
tion from the declining purchasing power 
of its fixed income. But it also appears quite 
clear that a very large risk is involved in 
the necessity of these trustees knowing 
when to sell out. An abrupt stopping of in- 
flationary tendencies or the appearance of 
unexpected events which may cause a sharp 
drop in stock prices are contingencies that 
must always cause the trustees and their 
beneficiaries much uneasiness. 

The simple fact of the matter is that the 
trustees are in an uncomfortable and un- 
healthy position regardless of which policy 
is followed; and both types of difficulties are 
the result of engaging in currency inflation. 
But since inflationary procedures generate 
uncertainties and risks, it is useless to as- 
sume that trustees of large funds can find 
certainty or security or avoid risks. The 
solution would seem to lie in choosing the 
highest type of trustees and in giving them 
the latitude necessary to exercise their best 
judgment. When inflationary procedures are 
being employed or are in prospect it would 
appear that the lesser of the two evils is to 
follow the Leland Stanford plan, risky as it 
is. 


Where There Is Life There’s Credit 


© New York Tribune, Inc. 





Inflation and Equity Investments 


European Experience Analysed for Record of Protection Against Inflation 
Afforded by Various Types of Investments 


DR. WALTER §S. LANDIS 
Vice President, American Cyanamid Company 


(Editor’s Note: In this extensive survey of the behavior of investments 
during the inflationary period in European countries, following the World 
War, Dr. Landis has assembled the results of his exhaustive first-hand 
studies of the effect of business depression and national fiscal emergen- 
cies on all major types of investments, presenting one of the most com- 
prehensive analyses of inflation, from the investor’s angle, which has yet 
appeared in the American financial press. Technical factors of the infla- 
tion are not discussed; the post-war inflations in the several major coun- 
tries are pictured with particular attention to the behavior of equities 


during the stress.) 


ECENTLY there has appeared much 

carelessly prepared publicity on the 
subject of the equity or common stock as a 
hedge against monetary inflation. We do 
not really need to spend time on the 
“types” for such would be academic and 
would not advance the solution of our 
problem. The end result is the same 
whatever the type. The degree is a factor 
as the extreme or hyperinflation brings 
problems of measurement and appraisal 
that are very involved. 

Prices are generally used as the measur- 
ing unit. But there are prices and more 
prices and as an engineer I am confounded 
by the problem of choice. Shall it be the 
price of gold in terms of the monetary 
unit? Certainly a day to day price is not 
an infallible standard. Pegging of a purely 
artificial nature has been resorted to on a 
large scale. Exchange ratios set on a day 
to day basis by a few bankers can hardly 
be precise enough for a standard. At 
best they are merely indicative. 

Retail prices set by millions of mer- 
chants, mostly small and quite ignorant 
of the great economic factors at play, are 
hardly precise. We have the great ex- 
amples in Europe of the multitude of shops 
closed during inflation, usually with a 
placard on the door reading, “‘Closed be- 
cause of shortage of merchandise,” or even 
the more illuminating ones, ‘‘Closed tem- 
porarily because of excessive prices of 
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merchandise.”’ These had held their prices 
too low to replace the wares sold and had 
only lasted as long as their working capital 
had held out. 

Commodity prices are hardly flexible 
enough to enable a day to day appraisal 
of the monetary unit. Agricultural prod- 
ucts operating on a one crop per year, and 
by the most independent people in the 
world, are subject to question. Their 
markets are not highly developed and 
third parties play a large part in the 
ultimate price structure. Manufactured 
products are better, but even the manu- 
facturer is but little better than the shop- 
keeper as we shall see later from the 
records of insolvency. 

Wages are not always indicative. There 
must be a lag of wages behind the prices 
of the products produced by the labor, if 
the producer is to remain solvent in an 
inflationary period. This lag seriously 
affects the use of the wage price standard. 
Or wages may be tied to cost of living 
indexes, and throw no new light on our 
problem. 

Probably the most sensitive of all the 
markets is the stock exchange. It pos- 
sesses the machinery for almost instan- 
taneous change of price structure. It is 
highly organized to provide the maximum 
of free marketing, not the least important 
being the wide dissemination of informa- 
tion on the listed securities. I do not under- 
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stand why in an analysis of inflation more 
attention is not paid to such market and 
less to the more cumbersome and sluggish 
commodity and retail price indices. 

I do not want to be misunderstood in 
assuming that the stock market gives us a 
perfest price structure but it seems to me 
that it possesses many elements that fit 
closely to our problem, and of even greater 
importance is that the intelligence behind 
the corporations whose securities form the 
basis of the stock exchange is probably 
more alert if not keener than that of the 
individual retail shop-keeper or the inde- 
pendent agriculturist. 


European Experience with Unbalanced 
Budgets 


With this introduction let us examine 
into the European post-war inflationary 
situation. In general most of the countries 
of Europe left the actual gold standard 
practically simultaneously with the out- 
break of the great war. They immediately 
adopted a fiat money basis, the right of 
redemption being automatically cancelled 
with the declaration of war. The national 
budgets of the warring countries, as well 
as their neighbors, immediately showed a 
deficit, the countries at war spending 
faster than they raised their taxes. Even 
countries not at war were affected in that 
they lost important sources of normal 
income, their trade was handicapped, their 
national economy unbalanced and they 
were forced to extraordinary expenses by 
conditions not of their own making. 

These unbalanced budgets for the war- 
ring countries began in August, 1914. 
They were not again brought into balance 
for some period of years, Germany nearly 
ten, France nearly thirteen, Austria eight, 
and Italy thirteen. During these years 
credit money was created through borrow- 
ing as long as people would lend. This was 
supplemented and later succeeded by the 
printing of paper money either directly by 
the government itself or through discount 
in the central bank of issue and continued 
until the budget was again balanced. 


German Post-War Currency 


Germany, defeated in the war and after 
passing through a revolution which re- 
sulted in a completely new form of govern- 
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ment, lost her credit as far as borrowing 
was concerned in 1918, and met all her 
subsequent costs of government by way of 
the printing press. Her pre-war currency 
requirements were met with approxi- 
mately 3 billion marks of bank notes and 
2% billion of gold currency, the smallest 
bank note being of 100 marks denomina- 
tion while gold coins of 20 and 10 marks 
circulated freely. She held this 21% billion 
marks of gold practically intact but steri- 
lized, until two years after the war was 
over, when indemnity payments reduced 
it by 1 billion marks. Actually at the end 
of 1923, she still possessed gold holdings 
to the extent of 500 million marks. Against 
these gold holdings and her credit she 
issued some 500 quintillions of central 
bank notes and in addition there were vari- 
ous other types of certificate currency 
amounting to 300 quintillion, or a total of 
800 quintillions of paper currency. The 
loss of the war undoubtedly reduced ma- 
terially the security behind this paper cur- 
rency and correspondingly it dropped 
heavily in value, measured either by this 
gold exchange value, by its wage purchas- 
ing power, by the commodity index, or by 
the cost of living index. For example, I 
personally purchased some 6 trillion marks 
with a dollar bill, and I know that a few 
days later the unofficial exchange rate was 
quoted above 40 trillion. 

With such a microscopic value of the 
unit of currency and its wide fluctuations 
from day to day, trade became very cum- 
bersome and long before the final low 
point of value of the mark, discussion was 
started on a revision of the currency sys- 
tem. By extraordinary tax levies the 
budget was brought into a semblance of 
balance and in October, 1923, more than 
nine years after the embarkation on the 
fiat money program a new currency unit 
was established of temporary nature at an 
exchange rate of one trillion of the old 
marks to one of the new marks. Nearly a 
year later this temporary mark was again 
converted into a new unit of currency 
called the Reichsmark at a rate of ex- 
change of one of the temporary marks for 
one of the Reichsmarks. The Reichsmark 
was established on the gold bullion basis 
with a gold equivalent exactly the same 
as that of the pre-war mark. 
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Post-War Budgetary Problems in France 


The situation in France developed along 
different lines. France went off the gold 
standard (gold coins were in circulation in 
France) at the outbreak of the war in 
1914. War expenditures progressed faster 
than taxes could be raised and the French 
budget showed immediate deficit. This 
was covered by borrowing both from the 
public and the Central Bank. France was 
on the winning side of the war and antici- 
pated collecting a huge indemnity. She, 
therefore, proceeded on a lavish recon- 
struction program expecting that the 
indemnity collected would recompense 
her forthe post-war reconstruction expendi- 
tures. During the war no attempt was 
made to raise taxes, in which respect 
France was worse off than Germany, 
which latter had covered a fair fraction of 
her war expenditures by tax increases. 

The situation which developed in Ger- 
many incident to the revolution and the 
frightfully unbalanced fiscal situation was 
slow in being appreciated by the French 
public, and they continued to subscribe to 
the long term Government loans up until 
the end of 1923, when at interest rates of 
7% per cent for Government securities, 
subscriptions failed to take up the issue. 
From this time on France was forced to 
meet her deficits by discounting Govern- 
ment notes in the Central Bank against 


paper currency. However, following the 


war there was an attempt to collect in- 
creased taxes and in 1919 the income tax 
law which had been passed in 1914 was 
first rigorously applied, followed by a 
sales tax in 1921. After the failure to dis- 
tribute long term bonds in 1924, a heavy 
increase of taxation was passed, and the 
effect of the combined tax revisions made 
itself felt in Government finances in 1926, 
resulting in a balanced budget by the end 
of that year. This practically marked the 
end of the inflationary period. The bank 
notes which furnished the entire circulating 
medium after the outbreak of the war, 
amounting to about 38 billion at the end 
of 1920, remained practically constant at 
that figure until the end of 1924, when a 
sharp increase took place, the circulation 
ultimately reaching well over 55 billion 
francs at stabilization. During this period 
gold holdings, which amounted to about 6 
billion frances at the outbreak of the war, 
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had decreased to 31% billion franes (pre- 
war standard) by 1921, and then rose 
steadily, amounting to about 4 billion 
franes (pre-war standard) at the end of 
1926, but all this gold was sterilized. 

The franc, which in 1914 had an ex- 
change value of approximately five to the 
dollar, dropped irregularly due to this 
enormous increase in paper currency until 
at one time it reached a low point of 40 
to the dollar in July, 1926. However, the 
taxes were beginning to reduce the bud- 
getary deficits by this time and by the 
end of the year 1926, the franc had regained 
some of its lost value, standing at approxi- 
mately 25 to the dollar. It was later 
stabilized at this new rate, and placed upon 
a gold bullion standard, the equivalent 
being approximately % as much gold as 
the pre-war franc represented. 


Austrian Currency History 

These stories could be repeated indefi- 
nitely but we will restrict ourselves only 
to one more, the Austrian situation. In 
the first place we run into the complica- 
tion here of a country not only being on 
the losing side of the war but also being 
split up into a number of independent 
states each adopting its own system of 
government and a new currency unit. The 
old pre-war Austrian crown, which ex- 
changed at the rate of five to the dollar 
and represented by a combination of cir- 
culating gold and bank notes, auto- 
matically went off the gold standard at 
the outbreak of the war. Government 
deficits were met in part by borrowing 
from the public, in part by loans from 
allied governments and in part by the 
printing of fiat money. The crown dropped 
rapidly in value, reaching a low point in 
September, 1922, at which time the ex- 
change rate was approximately 85,000 
to the dollar. A new unit of currency was 
established in this month and within 
thirty days the issuance of paper currency 
stopped. The new unit of currency was 
ultimately stabilized at a rate of approxi- 
mately seven to the dollar, or a ratio of 
10,000 of the old units to one of the new 
units. As far as figures can be obtained 
there was in circulation in Austria- 
Hungary approximately 214 billion crowns 
of paper in July, 1914. By December, 
1918, this had increased to approximately 
35 billion crowns. 
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The new Austrian Republic was then set 
up and the fiscal statements show in cir- 
culation at the end of 1919, 12 billion 
paper crowns, which sum rapidly increased 
until it reached a maximum of about 8 
trillion crowns, at which time (1924) the 
crown was abolished and the schilling, the 
new currency unit, took its place. 


Astronomical Finance 


I reproduce these figures to illustrate 
somewhat of the nature of the problem 
that one faces in attempting to reduce 
these astronomical figures to understand- 
able basic values when we come to analyze 
the immediate problem before us. We 
have here the situation of France which 
retained its currency unit but revalued 
at 20 per cent of the pre-war unit. We have 
the Austrian situation where a split-up 
of territory which had a common monetary 
system left only a fraction of the original 
area in population and the establishment 
of a wholly new unit, at an exchange rate 
of 14,000 to 1. 

We also have the situation in Germany 
of a temporary stabilization into a new 
unit at a ratio of one trillion to one fol- 
lowed by a further cancellation and the 
establishment of a second new unit at a 
ratio of one to one. 

In the case of France obligations read- 
ing in franes were not mechanically affected 
inasmuch as the franc changed only in 
value and not in character. A mortgage 
reading in the old francs is payable, princi- 
pal and interest, in the new francs. The 
owner of the mortgage suffered an 80 per 
cent loss in exchange value of the proceeds 
of his mortgage occasioned by the new 
revaluation of the franc. It is probable 
that should a further change be made in 
the value of the franc, they will still retain 
the unit and the holder of such paper will 
again suffer additional loss in purchasing 
power. 

In Austria a new currency unit was 
created at an exchange rate relative to the 
old of 1 to 14,000. Obligations calling for 
the old crowns are payable in the new units 
at this ratio. That is such mortgage or 
bond could be paid off in schillings at an 
exchange value of 14,000 crowns for one 


schilling. This practically means a can-, 


cellation of such holdings as life insurance, 
Government bonds, mortgages, notes and 
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the like which called for payment in terms 
of crowns. 


German Revaluation 


The German situation is much more 
complicated. When the early discussions 
of stabilization began to take place there 
was a general feeling in Germany that the 
pre-war obligations would be taken care of 
in full, that it would be satisfied only with 
a new currency which was expected to 
have the same value as the old one. Obli- 
gations created during the war would 
have to be adjusted in some way or other 
but would not be paid at parity. This feel- 
ing, however, did not last long among the 
more thinking people, although it per- 
sisted among the middle and lower classes 
who had hoarded throughout this whole 
inflationary period the pre-war notes of the 
Reichsbank. 

Immediately after the establishment of 
the transition mark at an exchange value 
of one for one trillion of the old marks, the 
law makers began to heed the protests of 
the debtors and creditors and they formu- 
lated within a year after stabilization a 
long series of revaluation laws establishing 
arbitrary revaluation of these various types 
of obligations. For example, the first set of 
these laws established a new value on 
mortgages. The principal was to be re- 
stated in new marks to the total of 15 per 


‘cent of its face. Immediately there was a 


serious objection raised to the fact that 
this was giving to the debtor more than 
his share and the whole matter was recon- 
sidered, there finally coming out in 1925 
a new revaluation law fixing a value at 25 
per cent of the face in new marks, and mak- 
ing the law retroactive to 1920, so that 
mortgages liquidated during this period 
could be re-established. 

This, of course, set in motion a tre- 
mendous amount of litigation and many 
of these revaluation suits were only cleared 
up years after the establishment of the 
Reichsmark. 

Government bonds were revalued at 214 
per cent of their old face, and a moratorium 
on interest declared for a limited period. 
In order to ease this tremendous penalty 
on the bond holder a lottery was intro- 
duced whereby a certain percentage of the 
outstanding bonds are drawn each year, 
these bonds so drawn immediately taking 
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on a revaluation at 1214 per cent of the 
face value. Under this lottery scheme all 
bonds would acquire the higher revalua- 
tion by 1950. This gave us some very 
puzzling problems to solve: in taking two 
approximately equivalent trusts, we find 
one possessing a much higher liquidation 
value than the other at the time of our 
study, which we ultimately traced to the 
fact that one was more lucky in the draw. 
This is just another burden in attempting 
to appraise securities in these foreign 
countries. 


Course of Bonds and Money Rates in France 


With this introduction we will turn to 
the several countries. In France there was 
an enormous increase in credit and paper 
money. The security behind this money 
had remained rather constant; therefore, 
the value of the unit of currency dropped 
as measured by the several price stand- 
ards. Obligations reading in franes should 
normally hold parity on the paper basis. 
The gold clause was not common in do- 
mestic paper and had practically dis- 
appeared by 1914. But it must be empha- 
sized that the French Government was 


borrowing heavily and at continually in- 
creased interest rates. Interest rates on 


industrial bonds, of which few were 
floated, reached 10 per cent in 1925. In 
consequence of this increase in interest 
rates such obligations as were issued before 
the war at low rates decreased in paper 
franc market value below paper parity 
inversely with the current bank rate. In 
the table below we have included only pre- 
war issues. All quotations are on an index 
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basis (1913 =100), the 3 per cent Govern- 
ment selling in 1913 above par. For com- 
parison there is reproduced the index of 
gold, commodity and cost of living indices 
of the Government Statistical office. Wage 
indices in France cover too narrow a 
category to be useful, and there was such 
a wide diversity in wages of the same class 
of workers in the several districts in 
France that it would be very difficult now 
to reconstruct a _ representative wage 
index. 

For the benefit of those interested in 
reducing these indices to actuality, the 
operation is a simple one. Dividing the 
index of the security price by the index of 
the desired comparison, yields the true 
value in terms of that comparison index. 
For example the true gold value of the 3 
per cent Government bond in 1925 is 
54/510 =10%. That is, the gold purchas- 
ing power of such obligation in 1925 is 10 
per cent of what it was in 1913. This would 
apply similarly to commodity or cost of 
living purchasing power. Cost of living 
was held down by rent laws which 
pegged rentals on dwellings and apart- 
ments. 

A detailed study of specific issues shows 
no great departure from the averages . 
above. Governments ranged in gold value 
on December 31, 1926 (stabilization ef- 
fective, but only officially accomplished by 
devaluation in June, 1928) between 10.7 
and 14.3 due to differences in interest 
rates 3-6 per cent. On June 25, 1928, this 
range was 14.5-20.3 per cent. Municipal 
and railway bonds all 3 per cent rate be- 
tween 8.3 and 9.9 per cent December 31, 


TABLE I. FRENCH BONDS 


Com- 
modity 
Index 


N.Y. 
Exchange 
Rate (Gold) 


Cost of 


Date Living 





1913 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 


100 
142 
279 
261 
237 
321 
373 
410 
600 626 
500 630 557 
500 _ 560 
500 _— — 


100 
423 
439 
326 
362 
459 
507 
632 


100 
260 
371 
337 
301 
334 
380 
425 
554 


Government 


3% 
4% 4% 35 
Bonds RR Bonds Industrials Misc. Bonds 
100 100 100 
— 88 83 
qi 81 75 
66 79 72 
73 84 75 
71 85 73 
61 79 66 
49 72 56 
50 75 57 
66 88 i 
73 83 81 
78 87 85 
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1926 and 12.7 to 13.5, June, 1928. Pre- 
war industrials of 3-4 per cent rate, had 
a gold value between 8.4 and 11.9 Decem- 
ber 31, 1926, and 12.7 to 16.8 June, 1928. 

Call money was very erratic during this 
period, much more so than commercial 
paper. I give here the maximum and mini- 
mum rates for each year for the benefit 
of those interested. 


TABLE II. FRENCH SHORT TERM RATES 
Call Money Commercial Paper 
Max. Min. Max. Min. 


1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 


LI 
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It was not the intention here to discuss 
the complex tax situation existing in 
France during this period. Taxes imposed 
at the source on coupon interest added 
greatly to the actual cost of long-term 
money to the borrower, beyond the 
interest rates quoted, since the borrower 
had to assume a greater burden as time 
elapsed. The high spots in this study may 
be set up: 

(1) Interest rates did not persist at the 
high levels and when Government 
spending was curbed, they dropped 
to a generally low level. 

(2) The loss to investors was hence due 
almost entirely to the depreciation 
and revaluation of the currency if 
measured after stabilization. At any 
intermediate date fear of collapse set 
prices below a level accounted for by 
both depreciation and high interest 
rates. 


Business Activity 


In any study of common stocks in 
France during the inflation period we 
run into a real difficulty in that the 
Official Index composed of 190 issues 
divided into 24 groups, suffered a complete 
revision in 1927. To us this and the next 
are the critical years of revaluation, and a 
sweeping change as made in the index 
leads to some confusion. The new index 
covers 288 issues divided into 20 groups. 
It probably introduces no serious qualita- 
tive errors. 
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At the close of the war France started a 
re-employment program embracing public 
works on a large scale. The reconstruction 
of the devastated areas involved an ex- 
penditure nearly commensurate with the 
costs of prosecuting the war. In conse- 
quence there was a spurt of industrial 
activity particularly in those branches 
supplying building and furnishing mate- 
rials. This program came to an end about 
1923-4. 

There is no accurate index of business 
activity compiled for France. The official 
index covers only about half industry and 
is based largely on indirect factors. It can 
be at best only an indicator. 

The record of business mortality should 
be noted. It bears heavily upon our equity 
problem. 


TABLE III. FRENCH BUSINESS FACTORS 
Index of Volume Average Monthly 
1913=100 Business Failures 


1919 60 59 
1920 62 115 
1921 55 255 
1922 77 420 
1923 90 451 
1924 110 569 
1925 110 659 
1926 125 628 
1927 110 689 
1928 125 684 


In general from 1919 to 1924, stock 
prices (average of list) followed closely to 
commodity prices, not quite so close to 
business volume. From 1924, which is the 
year in which all Government expenditures 
were met by the printing press, the rela- 
tionship is not so close. For example, com- 
modity prices reached their peak in July, 
1926, index 840, at which time average 
stock prices were index 270. Stock prices 
reached their peak February, 1929 index 
548; commodity prices then stood at index 
640. 





Utility Record 


From 1925 to 1929, stock prices rose 
much faster than the volume index of 
business. A typical example of a cause 
behind this irregularity lies in the utility 
stocks, which are included in the list of 
averages. They operated under concessions 
and franchises which imposed maximum 
limits on rates; wages and supplies were 
rising rapidly. No relief was given during 
the war. In 1922, rate revision was per- 
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mitted, a sliding scale based on wage 
rates and coal prices being evolved. This 
was applied quarterly until 1928, there- 
after semi-annually. A typical example 
is the lighting rate in Paris. Established in 
1907 with a maximum rate of 0.70 francs 
per K.W.H. for lighting, in 1914 this rate 
had fallen to 0.50 francs per K.W.H. 
maximum. On May 1, 1920, a temporary 
rate of 1.10 francs per K.W.H. was al- 
lowed for lighting current, only finally ap- 
proved in 1921. Again in 1925, a temporary 
increase of 20 per cent was allowed, and in 
June, 1927, this was increased to 25 
per cent. 

This relief in the rate structure caused 
great expansion of the electric industry 
all over France, and reflected back on 
supplies of materials and equipment. It is 
markedly shown up in the effect on secur- 
ity values as in Table IV. 

The utility shares responded rather well 
after the sliding scale rate structure became 
effective. Very great expansion of the 
electric industry took place during the 
latter years of inflation. This may have 
had some effect on the excellent showing 
of this industry. 


Effect on Bank Stocks 


In the category of Bank Stocks is in- 
cluded thirteen companies, including com- 
mercial, investment and mortgage banks. 
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Two members possessed note issuing 
powers. Throughout the period of actual 
inflation ending in 1927, the record of the 
shares was far from encouraging the index 
of 196 for 1927, indicating a recovery of 
about 40 per cent of the 1913 gold value. 
After stabilization this average improved 
considerably. Yet through this whole 
period the quotation actually was ahead 
of earnings for the greater part of the 
time. The great shortage of capital worked 
to the benefit of the mortgage banks, for 
interest rates were very high and the busi- 
ness profitable. On the other hand time 
deposits increased in no manner propor- 
tional to depreciation, savings banks actu- 
ally lost deposits and sight deposits rose 
only slightly, and in spite of lower value 
of the currency unit. Many banks lost 
capital through devaluation by not keep- 
ing it invested in assets that rose with the 
currency depreciation. 

While the stronger banks improved their 
position rapidly after stabilization, there 
were a number of bank failures com- 
mencing in 1929 and which can be traced 
back to the inflationary period. 

The stockholder fared rather badly. The 


ratio of earnings to deposits 1.53 per cent 
in 1913 dropped 0.54 per cent in 1927. 
Increases in costs of operation are not 
ascertainable. Salaries more than tripled 
(Continued on page 289.) 


TABLE IV. INDEX OF PRICES OF THREE HUNDRED COMMON STOCKS 
(1913 = 100) 





Northern Metal- 

Collier- lurgical 
Year Average Bank ies 
1913 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 


100 
123 
151 
113 
119 
172 
208 
200 
233 
287 
415 
507 
437 
309 
246 


100 

94 
106 

92 

94 
114 
119 
107 
142 
196 
323 
365 
824 
244 
190 


100 

90 
137 
107 
108 
166 
183 
168 
207 
249 
342 
534 
510 
312 
230 


100 
128 
163 
108 

92 
118 
105 

76 

95 
110 
197 
290 
243 
126 

85 





Chemical Textile 
Com- 
Companies panies 


Rail- 
roads 


Elec- 
tric 


Com- 

panies Gas 
100 
144 
121 
144 
132 
174 
201 
169 
213 
257 
424 
523 
412 
260 
200 


100 
119 
135 

81 
108 
232 
482 
442 
442 
480 
861 
986 
706 
369 
234 


100 
73 
63 
60 
71 
84 
76 
61 
72 

105 

123 

133 

141 

125 
94 


100 
60 
57 
59 
72 

100 

142 

134 

157 

213 

332 

618 

617 

525 

484 


100 
98 
99 
85 
96 
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It’s Our Job to Manage 
Estates and Trusts 


CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 
company, whose charter marked 
the inception of corporate trustee- 
ship in this country, is today. a 
trust company exclusively. It does 
no commercial banking business 

.. sells no securities. Its entire 
personnel is dedicated to a single 
purpose—the care and manage- 


ment of the property of its clients. 


CiTy BANK FARMERS TRUST COMPANY 


Chartered 1822 
22 William Street—New York 


Member of the Federal Deposit Insurance Corporation 
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Active Versus Passive Corporate Trusteeship 
Enlarged Obligations to Both Mortgagor and Noteholders 


JOHN P. HARTMAN 
of the Seattle, Washington, Bar 


(Editor’s Note: The author, from experience at the Bar, points out 
some of the salient features that trustees, under deed of trust or mort- 
gage to secure an issue of bonds, frequently overlook. Mr. Hartman 
cautions trustees to protect the rights of both bondholders and mort- 
gagor, and also discusses the matter of trustees’ inadequate fees.) 


T the beginning of the nineteenth 

century there were few real trust 
commitments. Those existing involved 
either the holding of title to property, 
real or personal, with nothing for the 
trustee to do but to sit still and later 
transfer the property when directed ac- 
cording to the commitment, which usually 
was in writing and agreed to by the par- 
ties involved, for holding securities, col- 
lecting the income and disbursing the 
principal or income according to the com- 
mitment. 

Beginning about 1810 corporations and 
firms dealing on a large scale, when desir- 
ing to borrow large sums of money for 
carrying on the activities, found it im- 
practical to secure the needed amount of 
money from numerous individuals and 
give them satisfactory paper. Hence there 
was evolved, first in Great Britain and 
then in the United States, the mortgage 
and deed of trust, commonly called “trust 
deed.” By this method innumerable peo- 
ple could be induced to furnish money 
and take as evidence of the money ad- 
vanced, a note, or bond, as they were usu- 
ally called, and all be equally secured, 
standing on a common platform. 

This new plan called for an enlarged 
activity on the part of the trustee, with 
the exercise of discretion, and doing that 
which had not under the old plan ever 
been contemplated, expected, or required. 


Early Recognition of Distinction 


As the new plan of action and business 
conduct was evolved, the courts found it 
necessary and advisable to distinguish 
between the two kinds of trust referred 
to above, and finally the names “Passive” 


and “Active” trusts became very com- 
mon, and fairly well defined. For many 
years there was considerable litigation 
over the situation as to whether a trust 
was passive or active, because it was 
clearly understood by lawyers and courts 
alike that there was a real distinction and 
that the rule applying to and governing 
one could not, in fairness and equity, be 
the rule applying to and governing the 
other. 

A passive or dry or single trust, as the 
books call it, is one which requires the 
performance of no duty by the trustee, to 
carry out the trust, but by force of which 
the mere legal title rests in the trustee. 
This is a restricted definition. By com- 
mon usage in our country, however, pas- 
sive trust duties have been somewhat en- 
larged over the early definition. 

Active, or special trusts, are those in 
which the trustee has real duties and ac- 
tivities to perform, so that the legal es- 
tate must remain in him, or the trust be 
defeated, and involved therein are the 
doing of many things requiring discre- 
tion, absolute activity and the taking of 
responsibilities and also performing that 
which is necessary to protect both the 
mortgagor and the beneficiaries. 

Today, as things go, nearly all trusts 
are active. Trustees forget this fact and 
often think that they may lie back and do 
nothing and thus be protected. In doing 
nothing, sometimes a greater responsi- 
bility is assumed, than if action had been 
taken. And let it be remembered always 
that fees in passive trusts have been and 
ought to be negligible, while fees in ac- 
tive trusts are much larger and supposed 
to be compensation for the enlarged re- 
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sponsibilities assumed. Because of the 
greater compensation, courts, following 
the general principle, have held the ac- 
tive trustee to the full performance of 
the enlarged responsibility. 

Manifestly, it is not the purpose of this 
article to discuss trusts in a general way, 
because the subject is too broad, but to 
call attention to some salient things 
which trustees so often overlook, or as- 
sume responsibility by inaction and sus- 
tain loss because action was not taken. 


Trustee as Agent of Both Parties 


From the writer’s experience at the 
Bar, covering a considerable period, it 
has been observed that too often the 
trustee regards itself as the agent or rep- 
resentative alone of the beneficiary and 
frequently regards it necessary to be an- 
tagonistic to the mortgagor. Such is not 
the American rule, but comment thereon 
will follow later. 

May we now consider, in some detail, 
controlling principles and the rules gov- 
erning. It is the duty of the trustee to 
exert all reasonable and available means 
to protect the rights of noteholders ac- 
cording to the trust deed authorizing the 
note issue. This responsibility may not 
be safely ignored. 

The trustee under the deed is the agent 
and representative of both the mort- 
gagor and the noteholders and must act 
fairly and justly towards and between 
them and in this respect must work with 
fidelity, impartiality, good faith, and 
diligence and must do what is necessary 
to protect both parties, but is not required 
to advance funds for protection, save 
where they are supplied by either the 
mortgagor or the noteholders. However, 
there are some exceptions even to this 
rule. 

The trustee must use reasonable dili- 
gence in protecting the parties and upon 
failure may be held responsible, even in 
some instances when guilty of abuse of 
discretionary powers. Usually, however, 
it is liable only for wilful negligence and 
stupid inaction. 

It is well to emphasize again that the 
trustee is the agent of both parties— 
debtor and creditor—so that all done 
must be with strict impartiality and in- 


TRUST COMPANIES 


tegrity. The Supreme Court of Missouri 
—home of large trusts—has emphasized 
the necessity of the trustee representing 
both sides impartially, and even has held 
the trustee accountable for abuses of dis- 
cretion. That Court has been followed 
generally. 


Recording Deeds and Certification 


The authorities all recognize that the 
trustee may contract in the trust deed 
for protection against many things, 
which otherwise would have to be done, 
but they are likewise quite clear that the 
trustee cannot contract against its own 
negligence, bad faith, or lack of proper 
and reasonable diligence, from the 
breach of which there is no immunity. 

It seems well settled that where a part 
of the security is personalty covered by a 
chattel mortgage as part of the deed of 
trust, where the chattel mortgage, under 
the law of the jurisdiction, may require 
a renewal, refiling, or some other step of 
such nature. that then the duty is upon 
the trustee to fulfill these legal require- 
ments, and upon failure it will be held 
personally liable for loss on the part of 
any noteholder. 

Sometimes the mortgagor has failed to 
file the trust deed in a necessary jurisdic- 
tion, so as to maintain the lien, but, not- 
withstanding the failure, the trustee has 
certified each bond to the effect that it is 
one of those mentioned in and secured by 
a certain mortgage and deed of trust, 
with other familiar words. As to the ef- 
fect of this certificate much litigation 
has arisen in different jurisdictions, Fed- 
eral and State, concerning the liability 
of the trustee. Usually all the trust deeds 
relieve the trustee in express terms from 
any responsibility under such a certifi- 
cate, as well as from the requirement to 
file the mortgage. In the cases next re- 
ferred to the relief clause was clearly in 
the trust deed. 

Bearing upon the liability of the trus- 
tee in making such a certificate the Su- 
preme Court of Pennsylvania (292 Pa. 
228) held that the trustee was absolved 
from liability while the Supreme Court 
of Washington (100 Wash. 249) held di- 
rectly to the contrary. The United States 
Circuit Court of Appeals in a well-rea- 
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soned case (79 Fed. 848) laid down the 
rule adopted by the Washington court 
and so far research has failed to show 
any change of position by the Federal 
courts. 

The Washington case delivered in 1918 
has been followed since by that court and 
cited with approval and followed in many 
other State decisions. 

Parenthetically, it should be said, that 
because the trust company in the Wash- 
ington case failed to record the deed of 
trust, the complaining noteholder ob- 
tained a large judgment against it, which 
started the wheels in motion that finally 
caused its financial collapse. 

The Pennsylvania court has been fol- 
lowed in several of the State courts, but 
not recently. But, one impartially inves- 
tigating the problem must conclude that 
the weight of authority is against reliev- 
ing the trustee from responsibility of see- 
ing that the document is properly re- 
corded and if not done, record it itself, 
before certifying the bonds. 

It will be clearly understood that by the 
certification the trustee does not guaran- 
tee the title, the sufficiency of the security 
to finally pay the bonds, or that the mak- 


er of the trust deed had full and proper 
authority to act, or other things of that 
character, because that burden is thrown 
upon the purchaser. 


Trustee May Be Held Liable for Loss 


If the trust property is being dissipated 
by the owner, and that fact comes to the 
trustee, or in the ordinary conduct of 
the business should have known of the 
dissipation, which causes a loss to the 
noteholders, then under the authorities 
generally the trustee may be held person- 
ally liable for the loss, for as it is admin- 
istering an active trust it must be active. 

From practical experience with those 
dealing in trust matters, it is observed 
that usually the trustee regards itself as 
representing the noteholders and often 
partially deals with and assists those 
only. The authorities are clear that the 
duty remains upon the trustee to repre- 
sent the owner, even up to the time that 
redemption expires, as well as the note- 
holders, impartially acting between them, 
showing no favors of one over the other. 


Trust facilities in 
keeping with the 
standing of Virginia's 
largest and Richmond’s 
oldest bank. 


FIRST AND MERCHANTS 
National Bank of Richmond 
John M. Miller, Jr., President 
Member Federal Deposit Insurance Corporation 





Trustees often conclude that when the 
property has been disposed of at judicial 
sale, that then the trustee represents only 
the beneficiaries under the trust—that 
is, the noteholders—and sometimes, in 
the management of the property, will dis- 
pose of it, nothwithstanding that under 
the jurisdiction where the property is 
sold the right of redemption exists. The 
trustee must continue to hold the prop- 
erty in trust without transfer and with- 
out encumbering the title, until the day 
of redemption has expired, and the deed 
issued by the selling officer to the trustee. 
If the trustee, without special authority 
from the court, otherwise acts and, be- 
cause thereof, the owner of the equity of 
redemption, or a noteholder, has been 
damaged or suffered loss, the trustee is 
liable, and upon a proper case may be re- 
quired to respond in damages. 

The cases show that in many instances 
the trustee has regarded the property as 
its own, for the benefit of the beneficiar- 
ies under the trust solely, and did that 
which has damaged or caused loss to the 
mortgagor or its successors in interest 
in ownership, and, upon a proper case 
established, has had to pay damages. 

Under the authorities it is clear, and 
established without any worthwhile con- 
tradictory authorities, that the trustee 
must be exceedingly careful in the dispo- 
sition of the trust property after it has 
obtained the same either by direct con- 
veyance from the owner of the fee with 
reservations, or by its own sale upon no- 
tice and advertisement, where such pro- 
cedure is allowable under the statute, or 
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by foreclosure in an equity court having 
jurisdiction of the subject matter. That 
is, every part and parcel of the trust deed 
must be strictly complied with and the 
principles of equity must be adhered to 
in every respect. 


Conclusion 


The outstanding reason, it is quite ap- 
parent, why a trustee has often suffered 
loss for failure to properly administer a 
trust, is that the fees received are wholly 
inadequate pay for the responsibility tak- 
en and the work to be done. I have known 
trusts involving a bond issue of a million 
dollars, where the trustee agreed to do 
all the preliminary work up to and in- 
cluding the final certification of the bonds, 
for $1500.00, or less, including the com- 
pensation of its own attorneys, and then 
handle the trust business at $500.00, or 
less, per year. Upon such a consideration, 
or properly let it be said, for want of 
consideration, failure to perform all the 
duties and neglect of accomplishing that 
which is required, whereby liability is in- 
curred, should and ought to be expected. 
Such a fee is wholly inadequate, scarcely 
pays for the clerk hire necessary to han- 
dle the details, and because thereof trou- 
ble should be expected. 

The reason that the small fees have 
been agreed to, careful inquiry shows, is 
that many of our trustees still think that 
the trust undertaken is passive and not 
active. The jolt given the Washington 
Trust Company caused it to know the dif- 
ference, but upon the awakening, it was 
“busted.” It will be conceded, of course, 
that the compensation for handling a pas- 
sive trust should be, and is, small. Few 
trusts now are passive while all worth 
handling are active. Therefore, trustees 
must revise the plan of handling the busi- 
ness, must charge and receive adequate 
compensation to do a true and proper job 
and protect the large interests involved. 

Trusts involving large amounts are 
most desirable, because adequate fees are 
conceded without question. We have 
numerous small trusts, that is, under a 
million dollars, that should be most de- 
sirable for the smaller trust companies, 
but, because of inadequate attention 
trouble has very often ensued. Twenty 
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cities, or less, secure practically all of the 
large trusts, as experience shows, but, 
the trustees in the smaller towns may se- 
cure much fine business if they will give 
it proper attention, for mortgagor and 
beneficiaries will pay a reasonable 
amount if real service is rendered. 

Since most trusts are active, in addi- 
tion to being charged with the exercise 
of good commercial and financial fore- 
sight and management, the trustee should 
and ought to frequently, and in all im- 
portant matters, consult with and seek 
the advice and direction of his solicitor. 
The solicitor’s advice is most important 
and valuable and all things of value 
should be paid for or we cannot success- 
fully and properly conduct any business. 
In neglect bankruptcy must go some- 
where and too often the innocent note- 
holder suffers for this neglect. 

Further, where the property, covered 
by a trust deed, is a mechanically 
equipped and going concern, the trustee 
should make necessary inspections, con- 
sider the character of equipment, exam- 
ining the way of doing the business, find 
out about the accounting and generally 
seek information, with reports, at the ex- 
pense of the mortgagor, to the bondhold- 
ers, if necessary, so as to save possible 
claims for neglect. It has been found by 
experience that much grief would have 
been avoided by the trustee, if such 
course had been followed, but let it be un- 
derstood that only in very unusual cases 
will the trustee be liable. Such a course 
is high class business, in the performance 
of which the trustee is more fully appre- 
ciated with continuance of confidence. 

Attention has been called to a few only 
of the difficulties confronting trust com- 
panies. Personal observation has shown 
that frequently, for failure to comply 
with requirements serious liability has 
accrued, but for want of active organiza- 
tion the mortgagor and shareholders, or 
the bondholders, failed to avail them- 
selves of the remedies apparent. But the 
day is coming when escape may not be so 
easy. Therefore, trust companies must 
be more careful, receive a fair compensa- 
tion for the work to be done, and rely 
constantly upon advice of the solici- 
tors. 





The Social Security Act and Credit Control 


Effect of Concentration of Investment Reserves Under Federal Control 


JULES BACKMAN 
Economic Consultant, New York City 


REDIT control, at the present time, 

is the most widely discussed of all 
monetary subjects. The immediate con- 
cern over this problem can be traced to 
the huge volume of excess reserves which 
have accumulated until they now exceed 
$3,000,000,000—an amount of free re- 
serves previously unheard of and un- 
dreamt of in the history of the world. 
Several suggestions have recently been 
made from responsible quarters advocat- 
ing the adoption of measures to reduce 
these reserves, thereby preventing the 
monster of inflation from rearing its 
ugly head. The Federal Reserve Advisory 
Council favors a reduction in the hold- 
ings of government securities of the Fed- 
eral Reserve Banks. Dr. B. M. Anderson, 
Jr., suggests increasing reserve require- 
ments. Governor Eccles and the former 
Open Market Committee favor the status 
quo. Little is heard about the discount 
rate, moral suasion and the other meth- 
ods which were used in the past to put 
the brakes upon credit inflation. 

In all of the current discussion prac- 
tically no attention has been paid to the 
potential influence of the Social Security 
Act upon this situation—although there 
can be no denying the tremendous role 
which this Act can play in any program 
of credit control. In the following dis- 
cussion the writer will attempt to por- 
tray how the Two Funds (the Old Age 
Account and the Unemployment Trust 
Fund) set up under this Act may furnish 
an important mechanism for credit con- 
trol. This mechanism will begin to oper- 
ate in 1936 and will become increasingly 
more important each year thereafter. It 
cannot be a vital factor, however, until 


1937 because the amount of funds accu- 
mulated in the first year will be relative- 
ly small in terms of the present level of 
excess reserves. 


Amount of Accumulated Funds 

Numerous estimates have been made 
as to the amounts of money involved in 
the carrying out of the social security 
program. These estimates all have one 
thing in common—and that is the huge 
size of the funds involved. According to 
estimates by H. Maynard Rees (Annal- 
ist, December 13, 1935), it appears as 
though approximately $325,000,000 will 
be collected in 1936 for the Funds, more 
than $1,250,000,000 in 1937, about $1,- 
500,000,000 in 1938, about $1,900,000,000 
in 1940 and so on until 1949, when more 
than $3,100,000,000 will be collected. 
From the above estimates it is evident 
that while the amounts accumulated dur- 
ing 1936 will not be very significant, 
starting in 1937 the annual collections 
will become very substantial. By 1940 
about $7,000,000,000 will have been accu- 
mulated and this sum can obviously have 
an important influence on the money 
market. Even if the amounts collected 
should be smaller than the above esti- 
mates, a substantial amount will be in- 
volved and certainly enough to give con- 
trol over the money market to the Secre- 
tary of the Treasury. 

The following discussion is predicated 
upon the assumption that the Act will be 
declared constitutional or if it is voided 
that a new Act will be passed embodying 
principles similar to those in the present 
Act. Social security legislation has been 
adopted by the leading countries of the 
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world during the past two decades and is 
bound to become a permanent feature in 
this country regardless of the fate of the 
present Act. The principles outlined be- 
low should hold under any new act in 
which the present mechanism is used. 


Important Sections of the Act 


It appears advisable, before proceeding 
any further, to indicate the parts of the 
present Act which are especially per- 
tinent to the problem under discussion. 
Section 201 (a) sets up an “Old Age Re- 
serve Account” in the Treasury. In re- 
gard to the moneys in this fund, it is 
provided : 


“It shall be the duty of the Secretary 
of the Treasury to invest such portion of 
the amounts credited to the account as is 
not, in his judgment, required to meet 
current withdrawals. Such investment 
may be made only in interest bearing ob- 
ligations of the United States or in ob- 
ligations guaranteed as to both interest 
and principal by the United States... 
special obligations shall bear interest at 
the rate of 3 per cent. per annum. Ob- 
ligations other than special obligations 
may be acquired for the account only on 
such terms as to provide an investment 
yield of not less than 3 per cent. per 
annum.” (Section 201 (b) ). 


Title IX sets up an “Unemployment 
Trust Fund” in the Treasury (Section 
904 a) and provides that this fund shall 
be invested in the same way as the “Old 
Age Reserve Account” except that the 
interest earned on these investments 
shall be equal 


“, .. to the average rate of interest, com- 
puted as of the end of the calendar month 
next preceding the date of such (pur- 
chase), borne by all interest bearing ob- 
ligations of the United States then form- 
ing part of the public debt.” (Section 
904 b) 


instead of the 3 per cent. required in the 
first case. 


The next question is what is the source 
of the moneys set aside in these two 
Funds. The ultimate source is taxation. 
Title VIII provides for the collection of a 
tax from both the employer and the em- 
ployee on wages paid (applies only to 
the first $3,000 received by any worker). 
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The tax is 1 per cent. to each group for 
1937-39, 1% for 1940-42, and further 
increases each three years after that 
until 1949, when the tax reaches 3 per 
cent. In the latter year the tax collected 
under this title will total 6 per cent. of 
the annual wage bill (as defined above). 
The tax on employees is to be “collected 
by the employer by deducting the amount 
of the taxes as and when paid.” (Section 
802 a). The purpose of this provision is 
to simplify the collection of the taxes 
and to prevent evasion. It is further pro- 
vided that the taxes should be “collected 
by the Bureau of Internal Revenue under 
the direction of the Secretary of the 
Treasury and paid into the U. S. Treas- 
ury as internal revenue collections.” 
(Section 807 a.) An additional tax for 
unemployment insurance is imposed on 
employers of eight or more people. (Sec- 
tion 901.) This tax becomes effective in 
1936, when it is 1 per cent. of the wages 
falling under its provisions; in 1937 the 
tax is increased to 2 per cent. and in 
1938 to 3 per cent. This tax is paid by 
the employer. 


Object of Collection of Funds 


With the above bare outline of the 
pertinent sections of the Act we are now 
in a position to indicate the relationship 
of this Act to the money market and 
credit control. We have seen that the 
source of the moneys used for social se- 
curity is taxation. It should prove fruit- 
ful at this point to trace through the col- 
lection of these taxes and the effects of 
the purchase of securities by the Funds. 
By doing so it will be possible to throw 
into bold relief how the movement of 
these funds can affect credit control 
policy. 

When the tax is collected there is a 
shift from private deposits to govern- 
ment deposits; the total amount of de- 
posits remains unchanged. To illustrate: 
let us assume private deposits of $1,000 
and government deposits of $100 or a 
total of $1,100. If a tax of $100 is col- 
lected there will be no change in the total 
amount of deposits but private deposits 
will have decreased to $900 and govern- 
ment deposits increased to $200. Since 
under the Banking Act of 1935 (Section 
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324 d) a reserve must be kept against 
government deposits as well as private 
deposits, this shift of deposits will not 
affect the reserve position of the member 
banks.* 


Alternatives Open to the Fund 


Let us now consider what the Funds 
can do with these deposits. If they are 
used to buy government securities from 
member banks there will be a reduction 
in the bank’s holding of government se- 
curities and a corresponding decline in 
government deposits. This reduction in 
government deposits will decrease the 
reserve requirements of the member 
banks and since the total reserves remain 
unchanged will cause an increase in ex- 
cess reserves. If, on the other hand, the 
securities are bought from individuals or 
institutions other than banks, there will 
be a shift back to private deposits from 
government deposits, total deposits will 
remain unchanged and total reserves and 
excess reserves would also be unaffected. 
This operation would have no effect upon 
the money market. 

The third possibility is the more im- 
portant one for our purposes—that is the 
shifting of these deposits from the mem- 
ber banks to the Federal Reserve Banks. 
At the member banks there will be a re- 
duction in deposits and a comparable 
reduction in reserve balances. Excess re- 
serves of the member banks would de- 
crease by the amount of the deposits 
shifted to the Reserve Banks less the 


* Except to the extent that taxes are collected from 
banks which have one level of reserve requirements and 
redeposited in banks having different reserve require- 
ments. 


decrease in legally required reserves. To 
illustrate—take the case of a bank hav- 
ing $5,000 in deposits and $1,000 in re- 
serves, of which $500 are excess. Assume 
a transfer of $100 from the member 
bank to the Reserve Bank. Reserves 
would decrease to $900 and deposits 
would decline to $4,900; required re- 
serves would be reduced from $500 to 
$490 (assuming a 10 per cent. require- 
ment) and excess reserves would decrease 
from $500 to $410. On the Federal Re- 
serve Bank statement there would be re- 
corded an increase in government de- 
posits (for the account of the Funds) 
and a corresponding decrease in member 
bank reserve balance. The effect, thus 
far, has been a reduction of member 
bank reserve balances with the conse- 
quent tendency toward a tightening of 
the money market. 


The Secretary of the Treasury can now 
do one of three things with the money 
in the Funds: he can buy government 
securities from the Reserve Banks, he 
can buy them from individuals or mem- 
ber banks or he can keep the Funds un- 
invested. The first alternative, i.e., the 
purchase of government securities from 
the Reserve Banks, has only a limited 
application since the Reserve System 
holds less than $2,500,000,000 of govern- 
ment securities. If these securities are 
bought from the Reserve Banks there 
would be a reduction in their holdings 
of government securities and a reduction 
in the deposits of the Funds. The reserve 
balances ‘which were transferred to the 
Fund through taxation would thus be 
completely wiped out—the effects on total 
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reserve balances being similar to those 
attending the sale of government securi- 
ties in the open market by the Reserve 
Banks. 

If the second alternative were adopted, 
i.e., the purchase of securities from indi- 
viduals or banks, the effects on the 
money market would be different than in 
the first case. The Funds would pay for 
the securities with checks on the Reserve 
Banks. These checks, in turn, would pass 
into the hands of the member banks and 
cause an increase in their balances at the 
Reserve Banks. Thus there will be a re- 
turn of the balances to the member banks 
with the result that they will tend to 
have the same amount of reserve bal- 
ances that they had prior to the transfer 
of deposits to the Reserve Banks. The 
only difference in the situation will be 
the decrease in total deposits (if the 
securities are bought from banks) and 
hence in legal reserve requirements and 
the corresponding increase in excess re- 
serves. 

The third alternative is to fail to in- 
vest the Funds and keep them on deposit 
at the Reserve Bank. If this were done 
the decrease in reserve balances brought 
about by the collection of taxes and the 
shift of these taxes to the government’s 
account at the Reserve Bank would not 
be counteracted by the redistribution of 
balances which necessarily takes place 
when the funds are invested in securities 
purchased from any person, institution 
or bank other than the Reserve Banks. 

Just the reverse developments will oc- 
cur when the Fund sells its securities in 
order to pay the benefits which may be- 
come due under the Act. The sale of se- 
curities to individuals will not affect the 
money market; the sale to banks will 
tend to increase deposits and reserve 
requirements and to decrease excess re- 
serves, thus tightening up the money 
market; while the sales to the Reserve 
Banks would result in a broadening of 
the credit base. 


Relationship to Credit Control 


The above discussion gives us the clue 
as to how credit control can be exercised 
through the Social Security Act. The key 
lies in the lag between the receipt of 
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funds by the Treasury and their invest- 
ment. The Act does not say that the Sec- 
retary of the Treasury must invest these 
Funds as soon as they are received. All 
that is provided is that “. . . it shall be 
the duty of the Secretary of the Treas- 
ury to invest such portion of the Funds, 
as is not, in his judgment, required to 
meet current withdrawals.” This quota- 
tion indicates the elasticity of the provi- 
sion: If the Secretary “in his judgment” 
believes it advisable to hold large 
amounts of cash on hand, a profound 
effect will be worked upon reserve bal- 
ances. It is true that this will mean the 
loss of a few months’ interest on the un- 
invested Funds but that is not of enough 
importance to cause much concern. Of 
course if the Funds were invested in 
special obligations and the Treasury did 
not spend the money received for these 
obligations then interest will be earned 
upon the Fund and at the same time 
member bank reserves would remain cur- 
tailed. 

Another factor to consider in this 
problem is the fact that if the Treasury 
fails to withhold some of the money from 
investment, not only will it fail to exer- 
cise any control over the credit situation 
but on the contrary it may tend to ag- 
gravate the plethora of funds that exists. 
If the money in the Funds is immedi- 
ately invested in securities purchased 
from banks, it was noted above that the 
effects would be an increase in excess 
reserves with the consequent increase in 
the potential credit expansion (although 
part of this expansion would offset the 
contraction in credit resulting from the 
collection of taxes). Since the banks hold 
a major portion of the outstanding gov- 
ernment securities, it is evident that a 
large share of the securities purchased 
by the Funds will be from the banks 
with the results indicated above. 


Credit Control Through Security Fund Is 
Subtle 


There is another important reason why 
credit control might be exercised through 
the operation of these Funds. Control 
over the money market by this means is 
more subtle than such steps as open mar- 
ket operations or changed reserve re- 
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quirements. Both of these latter methods writer to suggest that the sole purpose 
have received a large amount of publicity of the Social Security legislation is or 
and hence the adoption of either of these should be to control the money market. 
methods will be perceived immediately Rather the latter potentiality is merely 
by everyone. In this connection, a con- one of the necessary by-products of the 
trol exercised through the Funds set up building up of Funds such as those con- 
in the Social Security Act will tend to templated under this Act and hence the 
have fewer political repercussions. Of effects in that direction must be care- 
course, in time, control through the fully considered. The Social Security Act 
mechanism of the uninvested portion of can unquestionably be made a vehicle for 
the Funds will become widely understood a substantial amount of control over the 
and the Treasury will be subject to pres- money market and as this fund continues 
sure by politicians and others if it should to accumulate the Treasury will be able 
attempt to prevent an inflation in this to tighten or loosen the reins on the 
manner. However, as the history of the credit horse within its own discretion. 
open market operations shows, it is many 

years before the politicians, the public, The election of Thomas M. Debevoise, 
and even many trained persons realize New York attorney, as Chairman of its 
the full effects of operations such as_ Distribution Committee was announced 
those which these Funds can undertake today by the New York Community 
and hence resistance toward steps of con- Trust. John H. Finley, associate editor 
trol will less likely be encountered than of the New York Times, was named by 
when the other mechanisms are used. the Trustees’ Committee to fill the va- 

It has not been the intention of the cancy on the committee. 
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Railroad Investments and Mandatory 
Rate Reductions 


Analysis of Recent Order of Interstate Commerce Commission on 
Passenger Fare Rates 


NICHOLAS W. VANCIL 
Railroad Security Specialist 
The National City Bank of New York 


HE Interstate Commerce Commis- 

sion, by a five to four vote, two com- 
missioners not participating, on Febru- 
ary 28, decided that the regular basic 
passenger-fare structure by railroad 
throughout the country was unreasonable, 
and prescribed a maximum future fare 
basis of two cents per passenger-mile in 
coaches and three cents per passenger- 
mile in pullmans, effective June 2, 1936. 
The pullman surcharge was also found to 
be unreasonable and its elimination re- 
quired. The experimental fare bases in 
the Southern and Western districts were 
found not to be unreasonable or other- 
wise unlawful, as well as the extra fares 
as now charged throughout the country, 
and particularly in the Eastern district, 
for extraordinary and supplemental or 
alternative pullman service. Passenger 
fares in some instances were found to be 
in violation of Section Four of the Inter- 
state Commerce Act. The decision has no 
effect on commutation rates. 


Managerial Functions of Commission 


One of the most significant and debat- 
able questions arising from the I.C.C.’s 
decision is whether or not the Commis- 
sion has authority to assume managerial 
functions in making their order manda- 
tory. In commenting on this, the major- 
ity opinion said: “The eastern respon- 
dents are of the view that a reduction in 
the basic fare would not increase their 
net revenues, and they urge that if there 
be doubt about this matter it is our duty 
to permit the railroads to exercise the 
judgment of their executives in main- 
taining the present fare structure. In 
the same category is the further conten- 
tion that we cannot lawfully compel car- 
riers to make rates in order to meet com- 
petition. Reference is made to a number 
of cases in which the courts and the 
Commission have declared that the lat- 


ter is not the manager of the railroads.” 

In support of their obligatory de- 
mands, the majority opinion continued, 
saying: “If we have the power to set 
aside managerial discretion where the 
latter seeks to impose an undue burden 
upon carriers generally by an unwar- 
ranted reduction in rates, we must have 
the same power where it is sought to 
effect a like result by maintaining an 
unwarrantedly high level of rates. The 
same principle is applicable to both. * * * — 
Likewise, if we become convinced, upon 
an appropriate record, that the general 
structure of rates or fares already in 
effect operates to the revenue disadvan- 
tage of the carriers because of its high 
level, especially where as now the car- 
riers are in such great need of additional 
revenue, we can and must require a re- 
duction.” 


Mandatory Order Questioned by Minority 


Adverse criticism of the Commission’s 
so-called usurpation of the management’s 
prerogatives, in adjusting rates down- 
ward to meet the demands of the trav- 
eling public, was emphatically voiced by 
the minority opinion. Chairman Ma- 
haffie, dissenting, said: “On this record 
the parties chiefly concerned have, in my 
opinion, proved that a general reduction 
from the present charges will have: no 
such result in the Eastern district. Even 
if no reliance is to be placed on the con- 
clusion of those responsible for the sol- 
vency of these carriers the testimony of 
witnesses ought to be regarded, and 
ought not to be overcome by any theory 
we may happen to entertain.” Commis- 
sioner Meyer, dissenting, observed that: 
“By reaching into pools of traffic of this 
kind and establishing fares which will 
attract that traffic at a profit, the rail- 
roads may re-establish themselves in the 
passenger business. No one claims that 
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we can issue orders which will require 
such low fares on all traffic. That is a 
problem which is distinctly one for the 
management.” In his dissenting opinion, 
Commissioner McManamy remarked: “It 
may be that from a commercial stand- 
point it would be wise for the Eastern 
lines to follow the Southern and Western 
lines and readjust their passenger fares 
downward, but I do not understand that 
the law gives us the authority to assume 
managerial duties to the extent that is 
here proposed, and on the record in this 
case I do not believe that we have au- 
thority to order the Eastern lines to 
make the reductions required.” Commis- 
sioner Lee, dissenting, said: “In view of 
the showing that the carriers are not 
now making a profit from their passen- 
ger service, we certainly assume a seri- 
ous responsibility when we invade the 
field of management and prescribe lower 
fares than the service now costs on the 
theory that sufficient additional travel 
will be attracted by the reduced fares, 
not only to make up the loss, but to pro- 
duce increased revenues.” 

The Eastern carriers generally believe 
that the problem of what the reasonable 
basic fare should be is different in the 
East than in the South or in the West. 
By reason of the fact that the prepon- 
derance of the passenger revenue of the 
country is produced by them, the East- 
ern carriers take the position that their 
district should have primary considera- 
tion in determining what the reasonable 
basic fare should be. The three Eastern 
systems, the Pennsylvania, the New 
York Central, and the New York, New 
Haven & Hartford, handle a large per- 
centage of the country’s passenger traf- 
fic, 38% of revenues in 1935. This con- 
tention certainly should have carried 
considerable weight in the judgment of 
the Commission. That it did with certain 
members of the Commission is evident 
in the dissenting opinions. 

It is unknown if the Pennsylvania 
Railroad, the New York Central Rail- 
road, or the New York, New Haven & 
Hartford Railroad, the companies most 
adversely affected, will contest the order. 
Nevertheless, if the order had been per- 
missive and not obligatory, the result of 
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a permissive order would have become 
immediately apparent as soon as the Bal- 
timore & Ohio Railroad, which Company 
is in favor of lower rates, had announced 
their lower schedules of fares. The com- 
peting New York Central and Pennsyl- 
vania Railroads necessarily would have 
had to meet at once the reduced fares of 
the Baltimore & Ohio between important 
cities. It is likely, notwithstanding, that 
the Pennsylvania and the New York 
Central would retain a differential be- 
tween rates on all traffic not strictly 
competitive. Thus, in the aggregate, the 
current loss at the same level of business 
would not be so large under a schedule 
of rates adjustable by the managements. 


Experience in Southern and Western 
Districts 

Railway passenger travel in the United 
States reached its peak in 1920 with a 
total of 47 billion passenger-miles. By 
1934, passenger-miles had dropped to 18 
billion, a decline of 62%. Over the same 
period, passenger revenues had fallen 
from $1,304,000,000 to $346,000,000, a 
reduction of $958,000,000, or 74%. In 
their summary, the Commission stated 
that: “The intercity passenger-miles by 
rail declined from their peak in 1920 
* * * to 16 billion in 1933, whereas 
those by public highway increased from 
28 billion in 1920 * * * to 191 billion in 
1933, of which 185 billion were by pri- 
vate automobile.” 

The approximate passenger-fare basis 
per mile now in effect throughout the 
South, except on certain roads, is 1.5 
cents in coaches and 3 cents one way, 2.5 
cents round-trip limited to six months, 
and 2 cents round-trip limited to fifteen 
days, in pullmans. The experiences of 
the Southern Railway in reducing fares 
were cited at length by the Commission. 
After experimenting on various operat- 
ing divisions, the Southern was con- 
vinced that the fare of 1.5 cents should 
be given a trial over its entire System, 
and on December 1, 1933, that fare was 
so extended, and pullman and parlor-car 
travel reduced to 3 cents per mile, with 
added reductions, also without  sur- 
charges, for round-trip fares varying 
with the time limits of the tickets. Under 
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this experimental basis the passenger 
revenue of the System for 1934 showed 
an increase of 13.6% above 1933. This 
was accomplished with an increase of 
7.5% in passenger car-miles and an ac- 
tual reduction of 1.4% in passenger 
train-miles. This favorable showing in 
operations is due in large measure to the 
elimination under the present fare basis 
of special excursions, with the single im- 
portant exception of a special Sunday 
fare of 1 cent per mile within a radius 
of 150 miles. The Commission, in refer- 
ence to the Southern Railway, pointed 
out that: “This respondent believes that 
the improvement in its passenger earn- 
ings in 1934 cannot be attributed in ma- 
terial degree to improved business con- 
ditions, * * * but attributes this increase 
in its passenger revenue almost wholly 
to the stimulation in coach travel in- 
duced by the 1.5-cent fare and feels 
strongly that in the Southern district 
any fare higher than 1.5 cents in coaches 
will not attract volume traffic to the 
rails, but that at such a fare passenger 
traffic in coaches can be made profitable.” 

The majority report also outlines the 
results of reduced fares on the Seaboard 
Air Line Railway and summarizes that: 
“Taken as a whole, the revenue results 
under the reduced fares on the Seaboard 
are as favorable as those on the South- 
ern. * * * The Seaboard is in accord with 
the Southern that the present fare basis 
throughout the South should be contin- 
ued.” The Louisville & Nashville Rail- 
road Company’s experiences correspond 
to those of the Southern and the Sea- 
board; the L. & N. believes that rate 
reductions have increased volume and 
revenue. Quoting from the Commission: 
“It (the L. & N.) is not satisfied that 
the 2-cent experiment might not have 
been just as successful as, or even more 
successful than, the 1.5-cent experiment 
had it not been for the low excursion 
fares which were forced upon it during 
the period of the 2-cent experiment. It 
prefers, therefore, to experiment fur- 
ther before determining upon a perma- 
nent fare basis.” 

On the other hand, the Atlantic Coast 
Line Railroad Company “has consist- 
ently opposed any reduction in the basic 





Careful management 
conservative 


policies 


and strict 
adherence to 
sound banking 
principles 


since 1886 
© 


FIDELITY TRUST COMPANY 


341-343 FOURTH AVE. PITTSBURGH 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





fares or the elimination of the sur- 
charge. Competition forced this respon- 
dent to establish, in December 1933, the 
reduced fare basis then and now gener- 
ally in effect in the Southern district. 
* * * It takes the position that experi- 
mental coach fares higher than on the 
basis of 1.5 cents have not had a fair 
trial. * * * A study made of all of its 
passenger operations in 1934 shows that 
of the total passengers carried only 14.9 
percent traveled in pullmans, but they 
produced 51.2 percent of the total pas- 
senger-miles and 62.7 percent of the total 
revenue. This respondent is particularly 
anxious that no fare basis be required 
which might jeopardize a reasonable 
pullman basis and this, as stated, it re- 
gards as 3 cents per mile. It fears that 
a spread between the coach and pullman 
fare as great as that now in effect in 
the South is likely to precipitate com- 
plaints from the traveling public which 
would be difficult to meet and might re- 
sult in further reductions in the pullman 
fare. * * * The Coast Line calls atten- 





272 TRUST COMPANIES 


tion to the need for greater passenger 
revenue by reason of increased wages 
and the mounting costs of materials and 
supplies and asks that the carriers be 
left free to take such:steps of an experi- 
mental nature, or otherwise, as may ap- 
pear to them to be best adapted to the 
advancement of their ultimate welfare.” 

The railroads in the Western district, 
with one exception, appeared as a group. 
The experimental fare basis in the West 
is about the same on pullman traffic as 
in the South, but on coach traffic is 2 
cents one way and 1.8 cents round-trip 
instead of 1.5 cents in the South. In com- 
paring the results of experimental fares, 
the majority opinion outlined that: “In 
the first seven months of 1935 the West- 
ern district showed an increase over the 
same period in 1934 of 10.7 percent in 
passenger-miles, 9.3 percent in passen- 
ger revenue, and 4.4 percent in passen- 
ger-train car-miles. In that period the 
Eastern district showed a decrease of 
2.4 percent in passenger-miles and 0.42 
percent in both revenue and car-miles. 
The Western carriers regard the results 
of their present experiment as encour- 
aging.” It seems certain that a reduction 
in the through fares between Eastern 
and Western territory will stimulate 
inter-territorial travel. 


Eastern District Problems 


The basic fare of 3.6 cents and the 
surcharge is maintained only in the 
Eastern district. Accordingly, a reduc- 
tion in fares, without a compensating 
improvement in passenger-miles, will re- 
sult in an equivalent loss in net income. 
The roads which may suffer a loss in 
revenues, in the order of their impor- 
tance in carrying passengers (including 
commutation traffic) are as follows: 
Pennsylvania; New York Central; New 
York, New Haven & Hartford; Long 
Island; Baltimore & Ohio; Boston & 
Maine; Delaware, Lackawanna & West- 
ern; Erie; and Central Railroad of New 
Jersey. 

After discussing in detail the drop in 
revenues, the Commission said: “The 
three systems offer as their reasons for 
not experimenting with the basic fares 
as have the Southern and Western roads, 


the fear that their weakened financial 
condition might not stand the strain, and 
that the volume of traffic handled by the 
highway is not now as important as it 
will be when greater prosperity returns. 
They point out that the great proportion 
of their passenger revenue is derived 
from their best trains operating between 
their principal eastern and western ter- 
mini, and that the bulk of the traffic on 
such trains is so-called high-class com- 
mercial traffic which must use the rails. 
They believe that this traffic would not 
be appreciably increased by any reason- 
able reduction in fare, and that there- 
fore any such reduction would be quite 
certain to reflect itself in a correspond- 
ing reduction in revenue. Most of this 
high-class commercial traffic is in pull- 
mans. * * * The three systems contend 
that, because of improvements in road- 
bed and equipment to provide a safe, 
more comfortable, and faster service, 
the passenger service which they are 
rendering today is more valuable and 
expensive than that of 1920 when the 
basic fare of 3.6 cents was established.” 
All forms of transportation have vastly 
improved their services to the public, 
and the mere fact that the railroads have 
done so does not mean that they are 
authorized to retain their old fares. Com- 
petition dominates this question and the 
rail carriers must recognize it. 

The Baltimore & Ohio Railroad Com- 
pany and the Norfolk & Western Rail- 
way Company, quoting the Commission, 
“are not in accord with the attitude of 
the eastern respondents generally. The 
Baltimore & Ohio contends that the Pull- 
man surcharge as such should be elimi- 
nated, and that the existing basic fare in 
the Eastern district should be reduced 
in coaches to 2 cents one way and 1.8 
cents round-trip, and in pullmans to 3 
cents one way and 2.5 cents round-trip. 
* * * This respondent (the B. & O.) 
made an investigation of the reasons for 
travel by bus instead of by rail between 
various important cities in the Eastern 
district, the result of which has con- 
vinced its management that the choice 
of the conveyance was controlled by the 
cost of the trip, and that the existing 
basic fare is out of harmony with 
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economic conditions and especially with 
the ability of the public to pay.” The B. 
& O. believes that the new rates are suf- 
ficiently competitive with the cost of 
travel by private automobile and busses 
to promise a return of some of the short 
haul business to the railroads, and that 
the railroads will take advantage of the 
situation by putting more trains into 
operation. According to the Norfolk & 
Western, the several experimental fare 
reductions made have proven uniformly 
successful in increasing passenger rev- 
enue. It should be mentioned, however, 
that total passenger revenues of the B. 
& O.—$9,887,000 in 1935, and for the 
N. & W.—only $1,841,000, are relatively 
unimportant in comparison with $59,- 
797,000 for the Pennsylvania, $55,292,- 
000 for the New York Central, and $22,- 
108,000 for the New Haven. 


Estimates of Passenger Revenue Losses 


Many differences in the methods used 
by the Commission (largely based upon 
the original report proposed by Mr. 
Irving L. Koch, Examiner) and the rail- 
roads, in estimating the losses to be ex- 
pected under reduced fares, were out- 
lined in the decision. On certain excep- 
tions, the three Eastern systems modi- 
fied somewhat their original bases for 
their estimates of revenue losses and 
concluded that, based on 1934 passenger 
traffic, excluding commutation travel, 
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with fares of 3 cents in pullmans and 2 
cents in coaches, their aggregate loss 
would have been $27,456,000. 

The Commission observed that “this 
estimate is based on the assumption that 
fares in excess of those just named 
would be reduced to that basis; that 
passengers who traveled at fares lower 
than those named would continue to 
travel at such lower fares; and that the 
reduced basis would result in no in- 
crease in the number of passengers car- 
ried. The two assumptions last referred 
to are so obviously fallacious and con- 
trary to the experiences of the Southern 
and Western carriers and of the Nor- 
folk and Western, the only carrier in the 
Eastern district which has experimented 
extensively with reduced basic fares, 
that neither can we accord to this esti- 
mate any considerable weight.” On the 
other hand, for the three Eastern sys- 
tems (data on other Eastern roads is not 
available) the Commission estimated a 
reduction in revenue of $14,937,000. 
This amount is 11.7% under the actual 
passenger revenues in 1934, including 
extra fares and surcharges, and also is 
on the assumption that the reduced fares 
will not regain part of the lost traffic. 
The increase in passenger miles required 
to overcome the revenue reduction is 
estimated at only 13.38%. If the Com- 
mission’s guess in this respect is proven 
to be fairly accurate, a 13% recovery 
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in passenger-miles is certainly not be- 
yond conservative hopes. 

The losses estimated by the three 
Eastern systems, aggregating $27,456,- 
000, were apportioned as follows: Penn- 
sylvania—$12,324,000, New York Cen- 
tral—$9,193,000, New Haven—$4,223,- 
000, and Long Island—$1,716,000. The 
Commission’s estimated reduction in 
revenue of $14,937,000 has not been 
segregated for each system. These fig- 
ures may be roughly approximated, how- 
ever, by allocating the Commission’s 
estimate on the basis of the percentage 
distribution of the total loss under the 
carriers’ estimates. In this way, the Com- 
mission’s anticipated loss of $14,937,000 
would be distributed as follows: Penn- 
sylvania—$6,707,000, New York Cen- 
tral—$5,004,000, New Haven—$2,300,- 
000, and Long Island—$926,000. It may 
be confidently assumed that the railroads 
would not under-appraise their expected 
losses, and, perhaps, the Commission’s 
estimate is closer to what actually might 
occur. Therefore, in applying the com- 
puted losses based on the Commission’s 
estimate, to 1935 gross income available 
for the payment of fixed charges, and 
excluding any adjustments for charges 
to depreciation and retirements, we ar- 
rive at some conclusion as to the effect 
of these losses on net income. It should 
be added that the computations, based on 
1934 traffic, are approximately applicable 
to 1935 revenues because of the nominal 
difference in passenger income between 
the two years for each carrier. 

Thus, for the Pennsylvania Railroad, 
while fixed charges were actually earned 
1.29 times last year, reducing gross in- 
come by $6,707,000 suggests that charges 
were earned 1.21 times. Actual earnings 
of $1.81 per share of stock would be re- 
duced by $0.51 per share, consequently 
indicating earnings of around $1.30 per 
share. The Pennsylvania’s estimated loss 
of $12,324,000 would reduce the fixed 
charge coverage to 1.14 times and is also 
equivalent to $0.94 per share, diminish- 
ing per share earnings to $0.87. The New 
York Central actually earned its charges 
just once over in 1935; after absorbing 
a loss of $5,004,000, fixed charges would 
have been earned 0.92 times. The New 
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York Central’s estimated loss of $9,193,- 
000, after deduction from gross income, 
suggests that charges would have been 
earned just 0.85 times. In a similar way, 
the New Haven’s actual coverage of 0.81 
times, after a loss of $2,300,000, would 
have been reduced to 0.68 times. Under 
that Company’s computed loss of $4,224,- 
000, fixed charges would have been 
earned 0.57 times. In the case of the 
Long Island, the absorption of the esti- 
mated loss, amounting to $926,000, would 
have resulted in a deficit before fixed 
charges in 1935. Of course, it should be 
emphasized that the Long Island’s re- 
port for 1935 was unusually adverse due 
principally to higher maintenance and 
transportation costs. Normally, the Com- 
pany has covered its charges by a com- 
fortable margin, such coverage. having 
been 1.12 times in 1934. It should be 
emphasized at this point that the forego- 
ing estimates are without any allowance 
for a compensating increase in travel. 
Generally speaking, it is believed the loss 
in revenue of other railroads would be 
nominal. The consensus of opinion among 
the majority of the passenger executives 
of the Western and Southern roads is 
that the reduced fares increase travel 
and also both gross and net revenue. 

In commenting briefly on this complex 
question of passenger fare reductions, a 
number of significant points, such as 
costs of passenger operations, have been 
excluded from any discussion in this 
memorandum. Unquestionably, the fare 
reduction will increase passenger traffic 
in the Eastern district, but whether suf- 
ficiently to offset the loss in revenue at 
the present level of traffic and rates is a 
matter of conjecture. A rate reduction 
alone is unlikely to return to the rail- 
roads in the Eastern district the greater 
proportion of the intercity passenger 
movement, approximately 90% of which 
travels by private automobiles. While 
lower rates may be the most important 
factor involved, the railroads will be 
forced to add more trains and faster 
schedules to regain a large part of the 
business. If this is done, it would seem 
likely that in the long run, passenger 
travel will show substantial gains. 
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Extension of ie Freight Rates 


Of even greater importance to the cur- 
rent revenues of railroads generally, and 
especially to the roads in the Eastern 
district, is the forthcoming decision of 
the Commission covering the extension 
of the emergency freight rate charges. 
On January 24, 1936, the majority of 
Class I railroads filed a supplemental 
petition with the Interstate Commerce 
Commission for authority to continue 
without an expiration date the emer- 
gency freight rate charges heretofore 
authorized by the Commission on April 
18, 1935. At that time, the railroads 
were permitted to increase their rates on 
interstate coal and other commodities, 
which emergency charges remain in ef- 
fect until June 30, 1936, unless sooner 
cancelled, changed, or extended. Hear- 
ings are now being held before the I.C.C., 
and many important bituminous coal in- 
terests, including the National Coal As- 
sociation, and the National Bituminous 
Coal Commission, an agency of the Fed- 
eral Government, have filed petitions for 





leave to intervene, urging the reduction 
of freight rates on bituminous in par- 
ticular. If the passenger rate reduction, 
which becomes effective before or on 
June 2, 1936, does not improve traffic, 
and if the emergency freight rate 
charges are not extended, the railroads 
will find it more difficult to meet their 
fixed charges under the current level of 
traffic. In view of the Commission’s de- 
cision ordering lower passenger fares, 
it seems reasonable to assume that the 
I.C.C. might be favorably inclined to an 
extension of the emergency freight 
charges. In connection therewith, pro- 
posed legislation (if enacted), which is 
expected to have a favorable effect on 
railroads, and their securities, are the 
bills for regulation of interstate and 
domestic water carriers, and amend- 
ment of the long-and-short haul clause. 
In the last analysis, what the rail car- 
riers need, more than anything else, is 
a strong and permanent recovery in the 
general level of business and agriculture 
throughout the country. 
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The Future of Railroad Transportation 
In the United States 


From Address By HENRY W. ANDERSON, Esza,., 
Co-Receiver, Seaboard Air Line Railway 
Before Savings Bank Division, A. B. A., March 5th. 


AILROAD transportation is only 
one factor in the economic life of 
the nation. It cannot be adequately con- 
sidered except in its relation to the other 
elements. This is not possible on the 
present occasion. It is essential, however, 
that certain of the more important as- 
pects of the existing situation should be 
kept in mind as points of departure in 
the consideration of the probable de- 
velopments of the future. 

The first is the nature and extent of 
the public interest involved. In the end 
this will control in the development of 
railroad transportation as in everything 
else. The railroads are owned by the 
public which they are organized to serve. 
There are outstanding in this country a 
little more than eleven billion dollars of 
railroad bonds and approximately seven 
billion dollars of railroad stocks. Over 
seven billion dollars of these bonds are 
held by insurance companies, savings 
banks and educational institutions, which 
represent about sixty-five million policies 
of life insurance, to say nothing of other 
forms, and about forty-five million de- 
positors in savings banks, as well as the 
educational facilities of the people. The 
remainder of these bonds are widely scat- 
tered, chiefly among small investors. 
They thus constitute an important ele- 
ment in the economic security and educa- 
tional advantages of substantially the en- 
tire population. 

To a less degree the same is true as to 
railroad stocks. There are over eight mil- 
lion stockholders of American railroads. 
Less than 6% of the railroad stocks are 
held in blocks of over five thousand 
shares. 

In 1923 the railroads carried approxi- 
mately 85% of the tonnage moved in the 
United States. They are now carrying 
approximately 50%. In the past ten 
years gross earnings of the railroads 
have declined by about 50% while their 
net earnings have declined by over 60%. 


The number of employees have decreased 
by about 50% and the amount paid em- 
ployees by over 50%, although the stand- 
ard of wages has been maintained. 
Their purchases for improvements, bet- 
terments and other requirements have 
decreased by from 75% to 95% in the 
last five years. Industrial production is 
now about 80% of 1928. Railroad rev- 
enues are less than 50%. 

In the meantime, under the influence 
of Government subsidies and freedom 
from Federal regulation or control, other 
agencies of transportation have rapidly 
expanded without regard to the economic 
factors of the situation. It is now stated 
that there are more than two hundred 
and fifty thousand separate agencies of 
public transportation operating on the 
highways alone, to say nothing of the 
subsidized waterways and airways. The 
resulting confusion and duplication of 
services is manifest. Directly or indi- 
rectly the public pays the cost. It always 
does. 


Financial Problems 


The destructive consequences of pres- 
ent conditions and policies upon the finan- 
cial status and outlook of the railroads is 
manifest. The earnings of Class 1 rail- 
roads applicable to interest have de- 
creased from 5.44% on their value for 
rate-making purposes in 1926 to 1.91% 
on that value in 1934. About 15% of 
railroad bonds outstanding are in default 
and over 25% of total railroad mileage 
is in the hands of the courts. 

It is admitted by all students of the 
subject that the American railroads as a 
whole are not overcapitalized. The bonds 
of Class 1 railroads outstanding in the 
hands of the public aggregate less than 
50% of their value for rate-making pur- 
poses as ascertained by the Commission. 
The aggregate amount of bonds and 
stocks so outstanding is several billion 
dollars less than that value. The diffi- 
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culty lie in decreased revenues and in- 
creasing expenses over which railroads 
have no effective control. 

In order to restore credit there must 
be a restoration of adequate revenues 
for this purpose. This involves a con- 
sideration of the rate structure. 

Of course there can be no proper ad- 
justment of rates to accomplish this un- 
less the railroads, highway services, 
waterway and airways, which are com- 
petitive with each other, are subject to 
one control so that the rates of all can be 
adjusted at the same time and relating 
to each other upon a competitive basis. 
Assuming that this is done, then the in- 
quiry arises as to whether it is possible 
to establish a sytem of base rates as to 
each of those services so simple that it can 
be understood, and with such flexibility 
as to admit of prompt readjustments to 
changing economic conditions and in- 
creased or decreased expenses. 

I fail to see why the development of 
a system of rates based upon these gen- 
eral principles is not practicable. If it 
could be done it should greatly simplify 
the rate structure, and insure the finan- 
cial credit and stability of the railroads. 


Cooperation Necessary 


The final question for consideration is 
how and by whom the problems affecting 
the future of railroad transportation are 
to be solved. They must be solved either 
by those immediately concerned, by the 
government, or by intelligent cooperation 
between the two. 

We properly resent undue interference 
by government in business. History 
teaches, however, that government never 
interferes with the rights and activities 
of the citizen unless there has been some- 
where and at some time a failure on the 
part of the interest affected to exercise 
the duties and functions of self-govern- 
ment. 

Those who have invested their capital 
in railroads have assumed definite obliga- 
tions of public service. The manage- 
ments of railroads are in all essential re- 
spects public servants. Labor employed 
in the operation of the railroads is en- 
gaged in a public service. The public, in 
assuming the power of regulation, as- 
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sumes the obligation to protect, and to 
see that the business is so conducted as to 
provide the best service possible at the 
lowest cost. Each of these interests has 
been so absorbed in thinking of its own 
rights that it has too often neglected the 
duties and obligations thus assumed. 
The result has been the development of 
evils which have led to further interven- 
tion by the government. The remedy 
may sometimes have been worse than the 
disease, but that has not prevented and 
will not prevent its application. 


The time has now arrived when each 
of these interests must discharge the du- 
ties and obligations thus assumed as a 
means of protecting the rights which 
they claim. 


The investors in and owners of rail- 
road securities, as a means of protect- 
ing their present investments, should, 
through appropriate organizations as- 
sume definite responsibility as to railroad 
financing. They should by proper con- 
tacts with managements take their part 
in shaping the policies of these great 
agencies of public service to which their 
capital is committed. To this end they 
might bring about round table confer- 
ences between representatives of security 
holders, the management, the leaders of 
labor, and the agencies of government reg- 
ulation representing the public, with a 
view to the development of policies look- 
ing to their mutual protection and the 
improvement of the public service. They 
might go further and insist that owners, 
managements, labor and the shipping 
public shall be represented on the boards 
of directors of these corporations, to the 
end that each may be in a position to un- 
derstand the essential elements of the 
problem, and to assume and discharge 
their responsibilities in a mutual enter- 
prise. This would be industrial self-gov- 
ernment. 

If the various interests thus concerned 
in the protection and development of the 
transportation service of the United 
States will look thus after their own busi- 
ness, and diligently discharge their re- 
spective duties and obligations, they need 
have no fear of government ownership or 
undue interference from the Government. 
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Francis H. Fries—Trust Company President 


Characterization of a Trust Pioneer 


By GILBERT T. STEPHENSON 
Vice-President, Equitable Trust Company, Wilmington, Del. 


(Editor’s Note: Like all enduring institutions, the trust profession owes 
its notable development, in great measure, to the vision and courage of 
its pioneer spirits, receiving from them its fine heritage of soundly-con- 
ceived principles and traditions of service. To the end that the motives 
and human qualities of these pioneers may be faithfully recorded. TRUST 
Companies Magazine will present a series of biographical sketches, most 
fittingly introduced by Mr. Stephenson.) 


OLONEL FRANCIS H. FRIES was 

president of the Wachovia Bank and 
Trust Company, Wiston-Salem, North 
Carolina, from the date of its organiza- 
tion (as the Wachovia Loan and Trust 
Company) on February 16, 1893, to the 
day of his death on June 5, 1931—a span 
of over 38 years. Under his presidency 
the company grew from its humble be- 
ginning in a converted millinery store 
into a bank and trust company with 
nearly $60,000,000 resources and with 
trust assets in volume more than double 
the combined trust assets of all the other 
trust institutions of the State, with five 
trust offices located so strategically that 
75% of the wealth and 75% of the popu- 
lation of a State over 500 miles long and 
150 miles wide are within 75 miles of a 
trust office of the company, until (based 
on resources) it became the largest trust 
company in the Southeast and one of the 
50 largest in the United States. It was 
in his capacity as a trust-company presi- 
dent that Col. Fries made his chief con- 
tribution to the trust cause, and I write 
of him in that capacity. 

My acquaintanceship with Col. Fries 
began in 1911, the year he was elected 
President of the Trust Company Section 
of the American Bankers Association. 
My friendship with him began in 1917 
and continued to ripen until the day of 
his death. In 1917-18 I was one of his 
assistants in the War Savings Campaign 
in North Carolina of which he was state 
director under Secretary of the Treasury 
McAdoo, and from 1918 until 1929 was 
associated with him in the Wachovia 


Bank and Trust Company. After I left 
the Wachovia in 1929 we kept up con- 
tact with each other in person and by fre- 
quent correspondence. That summer we 
were together in England, while I was 
studying English executor and trustee 
business. The next summer I published 
The Life Story of.a Trust Man, which is 
my tribute to him as a trust man. The 
last time I saw him was in February, 
1931, when he came to New York to be 
the special guest of honor at the 19th an- 
nual trust company banquet similar to 
the one over which he himself had pre- 
sided in 1912. My last conversation with 
him was the week of that banquet. At 
the time he was 76 years of age. The 
condition of his health was so precarious 
that a nurse accompanied him on his trav- 
els and the evening of the banquet re- 
mained within sight and reach of him all 
the while. He was fully conscious of his 
physical condition. Yet one night during 
the trust conference preceding that ban- 
quet he asked me to go to his room in the 
Commodore Hotel. He discussed with 
me—no doubt with more freedom than he 
would have done had I still been associ- 
ated with him in his institution — his 
plans for the future of his company. To 
have overheard the conversation without 
knowing who it was speaking, one would 
have thought he was a man of 40 years 
of age looking forward confidently to 25 
or 30 years of activity. Yet he knew and 
sometimes said that he was living on 
“borrowed time” and in less than four 
months from that evening he had passed 
on—with his face still to the sunrise. 
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As I think now of Col. Fries as a trust- 
company president, after nearly five 
years since his death, I elect for special 
mention five qualities which, it seems to 
me, distinguish him as a trust-company 
president, qualities well worth emulation 
by all trust-company presidents. The 
first was his interest in and familiarity 
with the administrative problems of his 
trust department; the second, his respect 
for his trust department as a coordinate 
department of his institution; the third, 
his humane attitude towards trust busi- 
ness; the fourth, his insistence upon 
keeping his trust department up-to-date 
in its services; and the fifth, his interest 
in the organized activities of trust busi- 
ness. 

During the first 18 years of his trust 
career, Col. Fries was an administrative 
and, sometimes, an operative trust man 
as well as executive head of a trust insti- 
tution. He dealt directly with trust cus- 
tomers and trust beneficiaries. He at- 
tended to the probate of wills and the 
filing of accounts. He even kept the trust 
books sometimes. I have seen many early 
book entries in his own handwriting. Af- 
ter 1911, when the Wachovia National 
Bank and the Wachovia Loan and Trust 
Company were consolidated into the Wa- 
chovia Bank and Trust Company, he was 
obliged to delegate to others the adminis- 
trative and operative activities of his 
trust department. After that he discussed 
administrative problems with his trust 
officers, understandingly and sympa- 
thetically. Even during his later years, 
after his company had grown into a large, 
state-wide trust institution, he himself 
presided over the committees dealing 
with trust department matters—particu- 
larly the trust administration and the 
trust investment committees. Annually, 
he made the rounds with the trust exam- 
ining committee and knew what was go- 
ing on in every trust office in the Wa- 
chovia system. 

Col. Fries regarded and respected his 
trust department as a coordinate depart- 
ment of his institution. In no sense ever 
did he regard or permit others to regard 
his trust department as a side-issue to 
his banking department. He did not wish 
off on his trust department officers or 


TRUST COMPANIES 


employees who were superannuates or 
misfits in his other departments. In phy- 
sical layout or equipment, he did not 
subordinate his trust department. He did 
not have his trust department: accept 
trust business at a loss out of considera- 
tion for bank accounts or business for 
other departments. His trust officers al- 
ways felt that in their president they 
had a champion—and an understanding 
champion—of the trust department. His 
championship was due partly, of course, to 
the fact that he had been an administra- 
tive, as well as executive, trust man and, 
therefore, knew what it takes to make 
a successful trust department. 

The humane attitude of Col. Fries 
towards trust business was quite as 
marked as his business attitude. He in- 
sisted that his trust department should 
be conducted on an economically sound 
basis. He did not believe in cutting or 
splitting fees or in accepting trust busi- 
ness at a loss in order to show increase in 
volume of trust assets. In justice to his 
stockholders he insisted upon conducting 
his trust department as a sound business 
enterprise. At the same time, having once 
accepted a trust account, he acknowledged 
and expected his associates to fulfill a 
social obligation to the beneficiaries of 
that estate or trust. On this point, the 
late Bishop Rondthaler, recounting two 
instances in which Col. Fries during his 
early days in the trust business took over 
the businesses of two men who had died 
and worked the businesses out in such a 
way as to save a sufficiency for the widows 
and children, said, “While there was busi- 
ness in it, it was an act of friendship. Col. 
Fries has put that into many a trust. To 
me he is the incarnation of the trust 
spirit, which is to take things up when 
otherwise they would be wrecked and 
handle them with skill and trustworthi- 
ness, making a financial transaction to be 
a beneficence. I think that is what has 
built up his great business. He loves to 
think out kindnesses for others. That, too, 
is of the essence of trust spirit. If one 
does not have that spirit he will not make 
a very good trust man.” 

Still another characteristic of Col. 
Fries as a trust-company president was 
keeping his trust department up-to-date 
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in its services. He was always on the look- 
out for new or improved trust services. 
For instance, soon after Judge Goff of 
Cleveland had worked out the community 
trust plan and established the Cleveland 
Foundation, Col. Fries had his company 
establish a community trust for each of 
the five cities in which it had a trust office. 
As early as 1921—before the rank and 
file of trust men knew what life insurance 
trusts were or what special purposes they 
served—Col. Fries advocated the creation 
of life insurance trusts to safeguard and 
administer the proceeds of life insurance 
purchased for the benefit of women and 
children. “It is almost a crime,” he said, 
“to dump a legacy in life insurance into 
the lap of a deserving wife, and expect 
her to finance herself and her children on 
a restricted income.” Not only was Col. 
Fries himself on the lookout for new and 
improved services but also he expected 
the same of his associates. He made fre- 
quent visits to New York and other 
centers to inspect new devices and study 
new methods for trust departments. He 
also sent his younger men to do the same 
thing. It was hard for anything new to 
happen in the trust field without his hear- 
ing about it and, if it seemed worthwhile, 
trying it out. 

Col. Fries was remarkably loyal and 
generous to the organized activities of 
trust institutions. In the national organ- 
ization—the Trust Company Section, now 
the Trust Division—he advanced step by 
step to the presidency of the Section in 
1911. Having thus attained the highest 
honor within the gift of the organized 
trust institutions of the United States, 
ever afterwards he felt himself under ob- 
ligation to them. He regularly attended 
the trust conferences. He cheerfully 
served on the committees. For example, 
he gave an enormous amount of time to 
the Committee on Federal Legislation. 
He generously permitted and even en- 
couraged his younger associates to par- 
ticipate in the organized activities. At 
the same time he was scrupulously fair 
to the stockholders of his company. He 
did not stand for conventions and com- 
mittee meetings to be turned into junkets. 
He expected every man to account for 
himself at those meetings. For instance, 
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the last day of the mid-winter trust con- 
ference or, sometimes, the morning after 
the banquet he would have all his men in 
attendance for breakfast with him in his 
room. To each of them he would put the 
question, “What have you got out of this 
conference worth taking home?” Then 
the high spots of the conference were dis- 
cussed and clarified in the minds of his 
men before they went home to put their 
new ideas into practice. 

In his notable address on The Trust De- 
partment from a Bank President’s View- 
point, in 1932, Andrew Price of Seattle, 
Washington, began with these words: 
“The trust department is a daily chal- 
lenge to a bank president. It challenges 
him as to its standards. It questions his 
faithfulness to the trusts it has accepted. 
It objects if he is unduly preoccupied 
with commercial banking problems. It 
demands his most human interest and 
care. It tests his sense of justice and all 
his finer instincts. Given half a chance, 
it brings out the best there is in a bank 
president.” Col. Fries as president fully 
met the challenge of his trust department 
and, as Mr. Price says, it brought out the 
best there was in him. 

Shortly after his death in 1931 I had 
a vivid dream about Col. Fries—so vivid 
that I wrote his daughter about it the 
next day. I dreamed that his daughter 
told her mother, who survived Col. Fries 
by severial years but since has passed on, 
of Col. Fries’s death. Mrs. Fries’s com- 
ment, so I dreamed, was, “But who has 
kept the light burning every day since, 
you say, he died?” For us younger trust 
men who must carry on now that Col. 
Fries and his generation of stalwart 
pioneers in the trust field are gone— 
Breckenridge Jones, Festus Wade, Henry 
Campbell, Fred Goff and the like of 
them—the question is, “Who is to keep 
the light burning every day in the trust 
field?” 


The Cline Trust & Securities Corp., 
Houston, was organized recently by A. R. 
Cline, who until the first of the year, was 
president of the San Jacinto National Bank 
at Houston. 





Essential Data for New Business Department 


Adequate Records that Insure Proper Follow-Up of Present 
and Prospective Trust Business 


C. E. HESSE 
Union Guardian Trust Company, Detroit, Mich. 


HE importance of detail in connec- 

tion with prospective trust business 
and new trust business held in reserve is 
a factor for serious deliberation. The 
New Business department in its efforts to 
secure the former and retain the latter 
must necessarily have information on 
hand in complete and comprehensive form 
covering the needs of both. While first 
consideration is given the prospective cus- 
tomer and numerous interviews take place 
before the business is actually secured, 
equally important is that feature pertain- 
ing to additional business, the continued 
service required in retaining contem- 
plated wthdrawals, and the re-launching 
of business which has apparently been 
permanently withdrawn. 

The contacts which follow the prospect 
after his business is secured are occa- 
sioned by changes in his estate and plans 
as they take place. For example: Addi- 
tions to or withdrawals of any business he 
may have on deposit, be it a living trust, 
a will, a personal or business insurance 
trust, policies from trusts, etc. Matters 
such as these require intelligent handling, 
for which certain records and informa- 
tion are necessary. Differing as they do 
in nature, it is most important that the 
records and information be furnished in 
their entirety. It must be such that the 
interviewer is able to render service 
which will be helpful to the client’s par- 
ticular needs and prevent loss of busi- 
ness to the bank and trust company. 


Types of Information Necessary 


In cases of additional business it is not 
merely a matter of recording, but of en- 
deavoring to retain contemplated with- 
drawals or establishing the reinstatement 
of supposedly permanent withdrawals, it 
is necessary to have a knowledge of other 
trust business the client has on deposit, 


the estimated worth of his estate, actual 
amount of insurance in trust, together 
with such information on previous inter- 
views that will aid in forming an opinion 
as to whether the estate is worthwhile 
and the account warrants saving, and the 
reason for changes and withdrawals, 
which, if personal, can be overcome by 
tact and a comprehensive explanation; if 
technical, suggestions for a revised agree- 
ment can be submitted and the client’s 
attorney consulted for its accomplishment. 

Very often reports disclose informa- 
tion that the wife objects to a corporate 
executor, and it has been proven that an 
interview with her has overcome the prej- 
udice or misunderstanding; sometimes a 
call on the attorney has cleared up the 
difficulty. There are many similar causes 
easily overcome by a knowledge of facts 
contained in records and in reports. In 
some cases prospects and reserve clients 
have become inactive because reports dis- 
closed the fact that the estates were di- 
minishing and the accounts, therefore, 
were no longer desirable. 


Elastic System for Following Changes 
In order to have the necessary infor- 
mation on hand for ready reference to 
assist in securing new business, retaining 
reserve business and reinstating business 
withdrawn, the New Business department 
will find it indispensible to maintain a 
record system which will furnish, in one 
operation, all the information which is 

required in connection therewith, viz.: 
A worthwhile prospect list which 
will answer for recording business 
when it is secured, for the follow-up 
of service calls required by replace- 
ments, changes, codicils to wills, ad- 
ditions and amendments to trusts, 
temporary and permanent  with- 
drawals of policies from trusts, and 

provide for reports on interviews. 





TRUST COMPANIES 


New England... 


Serving New England for 100 


years enables us to effectively 


assist out-of-town banks with 


their New England’ business. 


THE NATIONAL 


Shawmut Bank 


40 WATER STREET - 


MEMBER FEDERAL DEPOSIT 


The method of handling such a system 
is simple and inexpensive. In fact, it is a 
great saving over systems that are broken 
into parts where it is necessary to refer 
to more than one department for records 
and information. The latter system is 
most inadequate and oftentimes results in 
partial information being supplied caus- 
ing certain features in a case to be over- 
- looked, with consequent dissatisfaction 
and loss of business which otherwise 
might have been saved. After handling 
this type of work for fourteen years, the 
writer finds and is using with success, a 
simple and complete prospect record card, 
made in envelope style to accommodate re- 
ports and memoranda. It answers for both 
prospects and reserve business clients 
alike, at the same time providing for the 
follow-up of all types of trust service. It 
is made of a good quality ledger stock, 
will hold sixty to seventy reports and 
memoranda, and permit tabs to be re- 
placed without losing their firm grip. Its 
design accomplishes its purpose in sup- 
plying full information at all times in one 


BOSTON 


INSURANCE CORPORATION 


operation. The following illustrates and 
explains its procedure: 

First consideration is given the pros- 
pect. The face side of the envelope pro- 
vides spaces for the name, residence, busi- 
ness connection, estimated worth, status 
as customer, known to directors or officers, 
attorney’s name, club connections, mar- 
ried, number of children, and such other 
information as may be deemed helpful in 
soliciting business. The nature of busi- 
ness is clearly indicated. 

If more than one time is to be solicited, 
that which is first launched is properly 
recorded in the spaces headed “Signed” 
and “Unsigned,” respectively, should the 
document be secured in completed form or 
the signature be still pending. The client 
is then followed-up by means of tabbing 
the dates on which he is again to be ap- 
proached, until the remaining items are 
secured. In the matter of a reserve busi- 
ness client preferring to retain his Will 
in his own possession, proper entry is 
made in space provided; if he furnishes a 
letter to this effect, indication is made by 
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checking the square provided. [See Cut] 
The reverse side of the envelope card 
is made with a cutout to allow for easy 
filing of .reports and memoranda. The 
various columns provided are for record- 
ing purposes. One for the withdrawals 
and replacements of Wills; one for the 
increases and decreases in insurance 
trusts. With the aid of small rubber 
stamps reading “Codicil” and ‘‘Replaced”’ 
such recording is made in the Will column 
as the changes take place to keep the in- 
formation up-to-date. In the case of in- 
surance trusts, rubber stamps reading 
“Added,” “Revoked” and “Matured” are 
used in similar manner to keep the insur- 
ance records up-to-date. The other col- 
umns provided are for the stamping of 
dates on which information covering 
changes in addresses, occupations, etc., is 
received or checked with reference books. 
Classification of prospect or client for di- 
rect mail advertising is also provided. 
Reports and memoranda are made of a 
convenient size, yet allowing sufficient 
space for a full report, and are filed inside 
the envelope card. The clerk pays atten- 
tion to information on pending docu- 


Jam.| Feb.| Mar.| Apr.| May| Jane| Juiy| Awg.| Sept) Oct.| Nov.| Dec. 


‘ol — 
Rr . 


aTtT’y 
BRAD. 
OUN. 


CREDIT REPORT [ ] 


On FILE 
wira'’s a 
Witt 


ee 
NO 


HAS oO 


wit: ves 


EXECUTOR 
NAMED 


KNOWS OFFICER 
or vin. (ave Name) 


BUSINESS SECURED 
SIGNED UNSIGNED 


WILL IN OWN POSSESSION, NAMING US 


Ls Sow eo D iw CO) 
FOL uP cust‘R Pros. LETTer pate 


ments, changes in wills and insurance 
trusts, temporary and permanent with- 
drawals of policies, and does the neces- 
sary recording, tabbing, and makes notes 
for periodical statistical reports, which 
information is supplied from notices on 
business as it is withdrawn, replaced, etc. 
Follow-up dates are observed and cases 
brought up for attention on the dates 
specified. Such other information relating 
to the removal of a name from the list or 
changes in classification for advertising . 
is also given attention. 


The Latest in Foreclosure Problems 


When Hezekiah Brown, Kansas negro, 
lost a foreclosure action to a Topeka bank, 
and 19 of his 20 acres, he took strategic ad- 
vantage of the law allowing him to choose 
the site of his acre homestead. He retained, 
according to the story in the American 
Banker, a 15-foot strip circling the property 
on all sides except along the creek. Latest 
advice to this office indicates that rowboats 
and ice-skates may soon become standard 
bank equipment—or for casual inspection, 
airplanes. 











Trust Department Data in State Banking 
Department Reports 





Analysis of Trust Statistics Published in the 48 States 





EVIEW of the latest available 

annual or biennial reports of the 
State banking departments shows that 
some data on trust department activities 
is available in 31 of the 42 states which 
publish annual or biennial reports. 

The type and amount of data varies 
widely, the most frequently reported be- 
ing aggregate statements of total or in- 
vested trust funds held by state banks 
and trust companies. These are given by 
nine states, several of which also report 
these totals for individual institutions, 
four showing court, private and corpo- 
rate trusts separately, and one being con- 
fined to figures for court trusts. Seven 
of these states further classify trust 
funds according to investment in real 
estate, securities and cash. Trust funds 
of national banks are shown separately 
in five cases. 

Lists of banking institutions author- 
ized to act in fiduciary capacities are 
given by only eight states, one of which 
is confined to national banks. Two others 
record the banks to which trust powers 
were granted during the year. Three 
states list foreign trust companies quali- 
fied in fiduciary capacities. 

Fees or earnings, in the aggregate, are 
shown for trust departments in six 
states, none of which report these fig- 
ures for individual companies. The num- 
ber of trust accounts, presumably for 
individual or personal trusts, is, unfor- 
tunately, reported by only two states— 
Connecticut and Kentucky. “Trust de- 
posits” are reported in aggregate by four 
states, and for individual trust institu- 
tions by five. Illinois reports the amount 
of securities pledged against deposits of 
trust departments. 

Of interest is the consolidated tabula- 
tions of trust department earnings, in 
the North Carolina report, under six 
classifications according to bank deposit 
liability, but the average earnings per 
department lose significance since they 
are divided by the number of banks 
rather than by the number of trust de- 
partments. The suggested “Order of 





Business for Banks” includes a seven- 
point program for trust committee meet- 
ings. 

Following are summaries of trust de- 
partment data published by the various 
State banking departments: 

Alabama—No trust department data. 

Arizona—No trust department data. 

Arkansas—No report published. 

California—List of national banks author- 
ized to do a trust business. Letter of trans- 
mittal states that 13 trust companies operate 
exclusively in trust business and 15 banks 
do commercial, savings and trust business. 
Tabulation is included of the resources and 
liabilities (including advances to trusts) for 
the 13 trust companies and 15 trust depart- 
ments. Reports of condition shown for trust 
companies and departments, giving figures 
on court trusts administered, classified by 
Assets received from fiduciaries, Trust in- 
vestments in real and personal property, and 
amounts of savings, uninvested trust and 
depositary funds. This data is also shown for 
the 27 trust departments of national banks. 

Colorado—Trust funds of State banks and 
trust companies shown in abstract and in 
individual statements of ten active trust in- 
stitutions. 

Connecticut—Contains memorandum of 
examination of the trust departments of 
State banks and trust companies, listing by 
names, with date of last examination, num- 
ber of trusts and amount of trust funds. A 
breakdown of this total is made showing 
amounts invested under 14 classifications, 


- including stocks, bonds, real estate, deposits, 


etc. Report of one trust company in liquida- 
tion showing trust department accounts paid 
in full; accounts of other trust company 
under receivership or in liquidation not 
given as to trust accounts. 

Delaware—Reports amount of trust funds 
held by both State banking institutions and 
national banks, individually, in a separate 
tabulation. 

Florida—In recapitulation of statements 
of State banks is listed an item of “Trust 
Deposits.” In the composite statement of in- 
come and expense of 102 banks and trust 
companies for the six months ending June 
29, 1935, Income from Trust Department is 
shown: $42,589, or 2.65% of total operating 
income. In the statements of 101 banks and 
trust companies in liquidation at that date, 
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payments of 100% on trust claims are shown 
for 13 of the 16 institutions with trust de- 
partments. 

Georgia—No trust department data. 

Idaho—Aggregate trust accounts of State 
banks are shown in the comparative state- 
ment of condition. 

Illinois—Shows aggregate amount of se- 
curities pledged against deposits of trust 
departments (for Federal Reserve mem- 
bers), and amount with State Auditor to 
qualify for exercise of fiduciary powers. 
Report includes chapter entitled “Trust Di- 
vision” summarizing qualifications and ex- 
amination policy, and giving statistical 
recapitulations of fiduciary activities for all 
trust institutions in the State. Total volume 
of liabilities to trusts are shown under 17 
classifications of fiduciary relationship and 
resources of trusts according to Cash, Other 
Personal Property and Real Estate. These 
aggregates of trust funds are given sep- 
arately for State and national banks and 
trust companies. A complete list of banks 
and corporations qualified under the Trust 
Act is included in the Statement of Total 
Resources & Liabilities of State Banks, pub- 
lished by the Auditor of Public Accounts. 

Indiana—Lists totals of “First lien trust 


funds included in total deposits” and Ad- 
vances to estates and trusts, for private and 
State banks and trust companies. Cites regu- 
lations of the Commission for Financial In- 
stitutions relating to investment of fiduciary 
funds and, in section entitled “Trust Serv- 
ices,” requires operation of trust depart- 


thents in accordance with Statement of 
Principles of Trust Institutions, to be ef- 
fectuated by regulations of local or district 
associations. Comment made on preparation 
of schedule of trust fees and provisions by 
special sub-committee. Lists safe-keeping 
and escrow charges. 

Iowa—Lists banks and trust companies 
to which fiduciary powers have been granted 
during the preceding year. 

Kansas—An item entitled “Trust securi- 
ties” is listed under resources in the ab- 
stracts of condition reports, and “Trust ac- 
counts” is listed under liabilities, all of which 
were held by the eleven trust companies. 

Kentucky—Classification of accounts fol- 
lowing condensed statement of state banks 
and trust companies shows 11,700 Trust Ac- 
counts, as of June 29, 1935. Uninvested trust 
funds appear as an item in individual state- 
ments of some trust institutions. 

Louisiana—“Trust funds on deposit” listed 
in total in consolidated statements of state 
banks and in individual reports of condition. 
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Maine—Trust department liabilities are 
recorded in the statement of aggregate as- 
sets and liabilities of the 33 trust companies 
and trust investments are reported for in- 
dividual trust companies. 

Maryland—On item of “Trust deposits” is 
included in the statements of individual trust 
companies. 

Massachusetts — Contains reference to 
amendments to trust company laws. Reports 
the assets of trust departments of trust com- 
panies in aggregate and for individual trust 
companies, classified under 10 types of in- 
vestments. Schedule is made of the invest- 
ments, savings deposits, cash and other 
assets of each national bank trust depart- 
ment, with further division between private 
and court trusts. 

Michigan—Lists state and savings banks 
which have been granted either full or 
limited trust powers under the general bank- 
ing law. Aggregate of trust department re- 
sources shown for State banks, divided as to 
cash, due from banks, and securities; trust 
deposits shown for trust companies, both in 
aggregate and for individual trust institu- 
tions. 

Minnesota—No annual report compiled. 

Mississippi—No trust department data. 

Missouri—No trust department data in 
latest available report. 

Montana—No printed report made. 

Nebraska—In the consolidated and indi- 
vidual statements of trust companies, Se- 
curities Held for Various Trusts and Trust 
Funds Held for Distribution or Investment 
are listed. 

Nevada—No data on trust departments. 

New Hampshire—Individual statements of 
trust companies include item of Fees as trus- 
tee, executor and agent, and separate con- 
dition statements are made of trust depart- 
ments showing cash and investment re- 
sources, under fifteen classifications. 

New Jersey—No trust department data in 
latest available report. 

New Mexico—No trust department data. 

New York—Contains comment on statu- 
tory amendment relating to payment of in- 
terest on fiduciary cash funds. Lists na- 
tional and state banks to which fiduciary 
powers were granted during year. 

North Carolina—Reports number of ex- 
aminations conducted, including 31 trust 
department examinations. Summary of in- 
dividual reports of state banks and trust 
companies shows Advances to trusts and also 
Uninvested trust deposits. Trust department 
earnings for the year are shown in consoli- 
dated report of earnings and expenses, and 
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by six classifications of banks according to 
amount of deposit liability. Contains a sug- 
gested “Order of Business for Banks” includ- 
ing report of trust committee at directors’ 
meetings and a seven-point program for 
trust committee meetings. 

North Dakota—Lists national banks with 
trust powers. Reports Trust Funds Invested 
for trust companies, in abstract of state- 
ments. 

Ohio—Lists trust examiners separately 
from bank examiners. Gives special chapter 
to Trust Department Activities concerning 
examinations and citing public recognition 
of value of trust service. Lists state and na- 
tional banks qualified as trust companies, 
and foreign trust companies exercising trust 
powers in Ohio. 

Oklahoma—No annual report published. 

Oregon—Lists national and state banks 
and trust companies authorized to do a trust 
business, and foreign corporations author- 
ized to act as trustee. Trust department 
earnings of state banks and trust companies 
are reported in summary. Contains abstract 
of trust responsibilities of all trust depart- 
ments, under eight classifications as to re- 
sources and as to court, personal and cor- 
porate trust liabilities, divided between cash 
and securities. 

Pennsylvania—No annual report pub- 
lished. Compilation based on call reports 
gives comparative statement of trust depart- 
ments of all state institutions and national 
banks showing total amounts for both per- 
sonal and corporate trust funds. 

Rhode Island—No data on trust depart- 
ments. 

South Carolina—No data on trust depart- 
ments. 

South Dakota—No data on trust depart- 
ments. 

Tennessee—No annual report published. 

Texas—Consolidated statement of condi- 
tion of all state banking institutions lists 


Trust Funds (cash) under resources, and 
Trust Deposits under liabilities. 


Utah—Lists state and national banks with 
special trust powers. Reports of Trust 
Funds as item in consolidated statement of 
state and savings banks and trust com- 
panies discontinued in 1932. 


Vermont—Includes Trust Guaranty Fund 
as item in individual reports. 


Virginia—Lists national banks exercising 
trust powers. 

Washington—Report of gross earnings of 
state banks and trust companies shows 
total for trust departments. Separate con- 
solidated statement is made of resources and 
liabilities of trust departments of all na- 
tional and state banks and trust companies, 
segregated between private, court and cor- 
porate trusts, “other liabilities” and “trus- 
tee under bond and note issues.” 

West Virginia—Trust department earn- 
ings shown separately in consolidated re- 
port of earnings and expenses of state banks 
and trust companies. Lists foreign banks 
and trust companies authorized to trans- 
act business in the State. 

Wisconsin—Abstract of report of state 
banks and trust companies shows aggregate 
amount “Due as exr., adm., guard., receiver, 
trustee, assignee, etc.,” for both groups. 

W yoming—No annual report published. 





The American Bankers Association has 
selected J. Harvie Wilkinson, Jr., vice presi- 
dent of the State-Planters Bank & Trust 
Company, Richmond, as chairman of the 
committee which is to prepare a study of 
bank investment practice and procedure. 

Other members of this committee are: 
Adrian M.- Massie, vice president of the 
New York Trust Co., and Andrew Price, 
president of the National Bank of Com- 
merce, Seattle. 
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Inflation and Equity 


Investments 
(Continued from page 257) 


and taxes for two banks exceeded divi- 
dends in 1925. The stockholders’ equity 
was progressively diluted for all banks but 
the banks were saved. 

It seems probable that a certain stability 
of foreign currencies during this period 
gave to French bankers a hedge not now 
available. 


Mining and Metallurgical Stocks 


The northern collieries included ten 
issues. This field produces most of the coal 
and the mines were large and highly de- 
veloped, but being in the occupied area 
suffered general destruction and did not 
regain complete prewar production until 
1924. In general these stocks lagged be- 
hind the mines of the central field prior to 
1928, although the differences were not 
great. Not included in the list are nine 
mining companies, not coal, some operat- 
ing in North Africa. These miscellaneous 
mining stocks outran the list, index 134 
in 1919, 290 in 1925, 456 in 1926 and then 
showed comparatively little advance there- 
after. These averages are not so instructive 
as a study of individual operations. One 
iron mining company showed share value 
of 140 in 1913 and 865 in 1929, another 
134 in 1913 and 1080 in 1929. Both had 
valuable properties and were well man- 
aged. A third iron mining company in 
western France with poor deposits of low 
grade ore lost money between 1923 and 
1925 and only moderate profits thereafter. 

A zine company in North Africa was 
particularly profitable. The share value of 
750 franes per share in 1913 increased to 
16,500 franes in 1926, the dividend in that 
latter year being 32 times the 1913 rate. 

Well selected mining stocks of com- 
panies holding good property were a good 
hedge in France. The marginal properties 
were not. 

The metallurgical companies had a seri- 
ous time during the inflation. The new 
allocation of territory, the intense com- 
petition of Belgium and Germany, the 
great amount of reconstruction of the 
plants mainly in the occupied area all 
restricted development. The formation of 
a European steel cartel in 1926, giving 
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France a reasonable share of business im- 
proved the situation as indicated by the 
rise in the price of shares. 

All companies had to repeatedly increase 
their capitalization, both as to funded 
debt and share holdings. Interest rates on 
funded debt were high. A typical example 
is one of the large companies, the Longwy 
Steel Company. In 1914, the shares out- 
standing represented 30,000,000 francs; 
bonds, 14,000,000 frances. In 1930, share 
capital was 132,500,000 and funded debt 
104,000,000. Production index of pig 
iron: 1913=100, for 1930=127; steel: 
1913 =100, 1930 =163. Production was in 
no sense proportional to capital increases. 
It was 1928 before the paper franc price 
exceeded the 1913 value (adjusted for 
stock dividends). The dividend index 
adjusted for stock dividends (1913 =100) 
reached only 105 in 1926, and 150 in 1929 
—a long way from gold parity. It seems 
probable that political readjustment was 
more responsible for this unfavorable 
situation than inflation, yet management, 
failing to recognize the influence of the 
latter, may have been at fault. 
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Chemical Companies 


Sixteen companies comprise the roster 
of the chemical companies. After rebuild- 
ing the many plants in the devastated 
areas, continued development persisted 
throughout the industry. The group at- 
tained gold parity in 1929, but the net 
yield had dropped from 4.13 per cent in 
1913 to 2.37 per cent in 1929. The shares 
sold above the yield, because of the great 


faith in the future of the industry. A 
detailed study of the balance sheets of the 
second largest company in the field showed: 


Adjusted 
Share Index 


Adjusted Share 
Dividend Index 


100 100 
122 86 
131 157 
278 127 
294 151 
436 242 
781 275 


1913 
1919 
1921 
1923 
1925 
1927 
1928 


This would have been a satisfactory 
capital hedge, but not as promising from 
the income standpoint. The industry was 
too new and therefore, a very heavy 
capital consumer, an unfavorable situa- 
tion to the stockholder. Had it been more 
mature, the record should have been much 
better. 


The Textile Group 


Thirteen companies are represented by 
the textile group. Unlike the chemicals, 
this was a mature, highly-developed_ in- 
dustry. Many of the plants were in the 
war zone, and as reconstructed were mod- 
ern and efficient. The low prices of shares 


in the earlier years reflect this reconstruc- 
tion period. 

An export market was open, and tex- 
tiles, because of their keeping qualities, 
small bulk and absolute necessity, form an 
important hedge for the wage earner. In 
consequence the shock on stabilization is 
likewise heavy. Little need be added as 
this group, as hedges, showed an excellent 
result. 


Record of the Railroads 


The railroads made a poor record from 
their value as hedges. This is quite under- 
standable when one considers that pre- 
war agreements with the Government had 
reduced them to the position of fixed- 
return investments. The Government 
guaranteed a small fixed return on the 
securities outstanding. During the war 
the guarantee was extended to cover 
deficits of operation and war damages; 
in 1921, the direct guarantee of interest 
was eliminated, and a pooling of earnings 
provided from which charges were paid. 
Railroad rates were to be adjusted from 
time to time to keep the pool solvent, and 
until such could be made effective, the 
National Treasury would make up deficits. 
No rise in income permitting more than 
payment of minimum interest and guaran- 
teed dividends occurred during the in- 
flation, that is, prior to 1927. The business 
activity indicated above offered no pos- 
sibility of increasing earnings without a 
considerable increase in rates. Such rate 
increases as were allowed were not equal 
to the general price rise as seen from the 
table below, which shows the index after 
each new tariff went into effect. 


Freight 
Tariff Index 


Passenger 
Tariff Index 


100 
175 
336 
378 
406 
420 
463 
491 
589 
1928 658 


Ultimately freight rates did catch up 
and share prices improved, but never far 
enough to make a satisfactory hedge. 


100 
125 
170 
250 


1913 
1918 
1920 
1924 
1925 


290 
310 
340 


1926 
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The Automotive Industry 


While the average index of common 
shares covered about 300 issues, less than 
that number were included in the several 
categories. For example the automobile 
industry was developing rapidly. This is 
indicated by index of production and of 
registration. 


Production Exports Registration 
Units Tons Units 


100 
176 
286 
351 
442 
550 
661 
825 
918 
1070 
1225 
1422 


1913 100 100 
1919 40 22 
1920 89 200 
1921 122 145 
1922 167 132 
1923 244 156 
1924 322 236 
1925 393 300 
1926 426 372 
1927 423 379 
1928 497 333 
1929 563 337 


The financial history of a unit in this 
new industry during this period is inter- 
esting from several points of view. The 
Peugeot Company was chosen. It pos- 
sessed ten plants of which only one was 
destroyed in the war zone. This company 
was one of three largest and manufac- 
tured bicycles, motorcycles, five different 
powered cars, trucks, motor boats and air- 
planes. It was founded in 1884, and pro- 
duced the first automobile in 1896. 

In 1913, the capital ‘structure consisted 
of 10,000,000 franes bonds, and 60,000 
shares par 500 francs. In 1920, a bond 
issue of 45,000,000 franes tax free 6’s due 
1925-44. In 1924, 60,000 shares were 
added at 525. In October, 1926, 25,000,000 
franes of partially tax free bonds (8% 
due 1927-41) were sold. In 1927, 60,000 
shares were issued at 550, and in 1928, 
another issue of 100,000,000 francs in 
partially tax free bonds (6’s due 1933-58) 
was floated, and two issues of common, 
the first of 90,000 shares at 525 and the 
second of 110,000 shares at 575. 

A shareholder in 1913, selling his rights 
and buying at the issuing price new shares 
for the proceeds would have had 1.30 
shares in 1929. Thus the funded debt had 
increased to 170,000,000 francs and out- 
standing shares to 380,000. While this 
increase looks large, if reduced to 1913 
purchasing power, the 335,000,000 francs 
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of new money actually represents, on 
56,000,000 of the 1913 units, an increase 
of 140 per cent of the 1913 capitalization. 
The holder of the equity in 1913, adjusted 
for rights, found his equity diluted from 
1/130 to 1/534. 

The hedging capabilities of shares in 
such a company are shown in the table 
below. The share price is for last day of 
the year. The dividends have been ad- 
justed to 1913 base of capitalization as 
calculated above. 


Year end prices Net adjusted 
Dividends 





100 100 
139 142 
91 none 
80 none 
91 none 
117 92 
92 165 
98 144 
96 156 
116 167 
193 208 
165 151 
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Taking 1928 as a typical year the capital 
recovery (gold basis) was only 38 per cent 
and the dividends represented only 40 per 
cent of 1913 values. This is very typical of 
a developing industry in an inflationary 
period. 


Insurance Company Experience 


The insurance companies present an 
interesting picture. Life insurance was 
almost entirely a private corporate institu- 
tion. The companies show wide variation 
in performance, the most conservatively 
managed making the poorest showing. 
Those taking the fullest advantage of the 
latitude in investment permitted by regu- 
lation made the better showing. 

Life companies operate on long-term 
contracts. While policy payments are in 
legal currency of same character as pre- 
miums, expenses and taxes do not hold to 
the same level. In the matter of portfolios 
these companies could hold 40 per cent in 
real estate, 25 per cent in securities (stocks 
or bonds) listed on the Paris Bourse, and 
35 per cent in Government or Government 
guaranteed securities. The more con- 
servative companies held much more than 
35 per cent in Governments. For example, 
in 1913, some twenty companies held 21 
per cent in real estate, 23 per cent in listed 
securities and 56 per cent in Govern- 
ments. Many of the listed securities were 
foreign, some of which did not fare at all 
well in post-war years. 

New insurance was not written in a 
degree proportional to devaluation of the 
franc, yet expenses and taxes followed the 
general price structure. Nevertheless a 
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careful handling of the portfolio, within 
the legal prescriptions, assisted greatly in 
offsetting the effects of the inflation. A 
very striking example of such a hedging 
operation may be seen in the records of 
two insurance companies which we will 
call Company A and Company B. 

Company A was a large and very old 
one, operated with the greatest conserva- 
tism. It hardly recognized the new in- 
flationary environment. Company B was 
a smaller and younger company with a 
very progressive management. The port- 
folios in 1913 and 1925 are reproduced 
in Table V. 

Company A suffered a depreciation in 
portfolio based on market value the end of 
1925 of 229 million frances on a capital and 
surplus of less than 50 million, and was 
saved by a write-up of real estate, which 
by this year showed a general apprecia- 
tion of about 100-150 per cent. Company 
B showed a depreciation of only 10% in 
its portfolio at the end of 1925, and did not 
write-up its real estate. The influence on 
the market price of the shares of the two 
companies (1913 =100) showed 1926 aver- 
age for Company A: 32, and for Company 
B: 128. After complete revaluation of 
assets in 1929, the index price of shares 
(1913 =100) showed a high for Company 
A: 202, and for Company B: 3550. This 
shows very capable hedging on the part of 
Company B. 

The fire insurance companies with their 
short term contracts fared much better 
than the life insurance companies. Of six 
companies studied, fire losses did increase 
above normal, yet three companies paid 





Company A 


TABLE V. 1913 


Governments 54 


o7 
1% 


Company B 


1925 1913 1925 





66.5% 


44.3% 





French Bonds 9 
French Stocks a 
Foreign Bonds 23.0 
Foreign Stocks 


27.1 


14.0 
5.2 





0.6 


9.3 


100.0% 
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dividends in 1925 double that of 1913, and 
the other three paid near to a 500 per cent 
level, a good hedge both as to income and 
principal. 

The casualty companies fared extremely 
well. The newly developing automobile 
business, the rising wage scales, and the 
short-term contracts all contributed to 
their well being. Five companies were 
studied. One of them showed a stock price 
index (1913=100) of 443 in 126, and by 
1929, this was 2100. The average of all 
five was 279 in 1926, and 1479 in 1929, 
mOre than twice the 1913 gold value. 
Dividends corresponded to share prices, 
figured back to gold. A few of the high 
spots only can be stressed here. 


Value of Accumulated Reserves 


New companies originating during the 
inflation in general had a difficult time; 
similarly with companies in developing 
industries. The high cost of new capital 
crippled them. The new companies had no 
great reserves to carry on, and the de- 
veloping fields took all those of the older 
companies. Conservatism refuses to go 
ahead ‘in such times. Stockholders suffered 
in many cases a great dilution of their 
equity. 

The exhaustion of reserves to keep alive, 
the almost unsurmountable problem of 
keeping prices on the proper level reduced 
all earnings, and the returns to stock- 
holders were greatly reduced during this 
period. As a prominent banker well said— 
In a period of inflation do not try to main- 
tain income. At best it is a few per cent a 
year, say 5 or 6, while in a few months 
inflation can take half or more of your 
capital. Preserve your capital and forget 
the return. This statement applies to all 
countries, as our studies subsequently 
developed. 

We found no advantage in the shares of 
the leverage stocks. If they went into 
inflation as such they failed or barely sur- 
vived. In fact all tended to become lever- 
age stocks as inflation progressed, and the 
great problem was to hold the growing 
leverage from overturning the corporation 
before the inflation was over. 

The hardest shock comes with the after- 
stabilization, when the hedges are being 
dumped, and French bankruptcies con- 
tinued for several years after at a high or 
higher rate than in 1927. 


BANK or AMERICA 
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A strongly financed company with 
plenty of reserves and cash showed the best 
records. The management must be coura- 
geous to prevent dissipation of resources in 
plant development that is encouraged by 
the flush of early hedging, and then fails 
as customers shrink, even disappear in 
stabilization, after which all are poorer 
until a new stake can be created. France is 
suffering severely today, not so much 
because of the franc, as from the im- 
poverishment brought about by the infla- 
tion, followed all too soon by the world- 
wide depression before she could get back 
on her feet and create new wealth among 
the middle and lower classes that bore the 
brunt of the wealth-destroying inflation. 


The Austrian Inflation 


The Austrian situation is of interest to 
us because it represents an advanced de- 
gree of inflation, an entirely new unit of 
currency was set up, and no revaluation 
laws were passed. The bond division can 
be passed over quickly. The political break 
up of the country made the old Austro- 
Hungarian bonds practically worthless, 
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entirely so after devaluation. The credit 
of the new Austria was practically nothing. 
The foreign issues floated under the 
auspices of the League of Nations are not 
in our picture. Mortgages, private bonds 
and insurance policies were automatically 
revalued at one to ten thousand of the 
face value in old crowns, though the insur- 
ance companies did subsequently recover 
something more on their assets, so that 
policy holders did get a few per cent of the 
face of the existing policies. 

As a measure of the inflation we have a 
record of day to day exchange values of 
the crown, from which we can determine 
the gold rate. The cost of living index was 
worked out very carefully with the assist- 
ance of the League of Nations. The ex- 
tremely severe legal limitations on rents 
would warp a cost of living index including 
housing, that that factor has been elimi- 
nated entirely in Table VI below. 

The Austrian share market furnishes 
some interesting statistics. Information 
is not easily collected, and as the figures 


s 


TABLE VI. 


Share Prices 


are large, we will only include the last 
year of the inflation period. (Table VII.) 

A list of 77 issues of Austrian companies 
was studied. Reduced to index basis (1914 
Jan.—July =100) quotations on 15th of 
month are reproduced here, together with 
gold exchange index of the currency. 


Record of Various Industries 


A purchase of the whole list would have 
been a very unsatisfactory hedge. Let us 
look at the shares by groups, again using 
the same index (1914 Jan.—July =100). 
Stabilization against the dollar took place 
in November, 1922. 

The shares of the mining companies here 
showed not only a complete hedge, but 
more than 100 per cent profit. The rest of 
the list was rather poor. But it must be 
remembered that Austria had been geared 
up to meet most of the industrial require- 
ments of a nation of fifty million people, 
and this equipment was called on to supply 
the needs of only 614 million, after the 
partition. These great industrial plants 


Cost of Living 
Gold Exchange Excluding Housing 








September 
he a icin a 
November 
pp 


OCCT TCT 
November 
December 





1922 


TABLE VII. September 
Banking 

Transportation 

Building & Materials 

0 Eee 


548,400 
CTT eee 32,200 
Paper & Printing 


Miscellaneous 


50,200 
76,700 
79,700 
71,900 
89,300 
75,100 
88,200 
117,600 
128,400 
147,900 
221,400 
229,200 
254,000 
258,400 
233,600 
258,600 


1,433,560 
1,447,300 
1,479,150 
1,447,300 
1,447,300 


775,700 
963,300 
1,000,800 
962,600 
1,126,800 
1,110,100 
1,096,900 
1,093,100 
1,217,700 


- 1,239,100 


1,314,800 
1,190,000 
1,177,600 
1,220,400 
1,280,700 
1,360,000 





1923 
December 


December July 


7,800 
102,700 
45,500 
40,300 
38,600 
13,000 
1,343,300 
31,600 
101,300 
43,000 


34,500 
204,600 
140,900 
209,700 
139,100 

62,900 

3,924,300 
127,400 

23,500 

214,400 


42,400 
177,500 
341,500 
282,100 
156,500 

74,800 

3,773,300 
170,600 

31,870 

226,600 
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remaining in Austria as represented by the 
listed shares, carried idle plants that once 
supplied the whole of Austro-Hungary. 
The mining groups had little plant invest- 
ment, their capital being largely in miner 
als in the ground. Their burden was much 
easier. 


German Hyper-Inflation 


To many the German inflation brings 
to mind an amusing picture of going 
around with a huge picketful of paper 
marks to buy a cigarette. Yet it must be 
remembered that the internal business of a 
population of sixty million was carried on 
with just such money. By law the settle- 
ment of all internal transactions was re- 
quired in these marks, even though prices 
might have been set in dollars, or tons of 
coal or rye. And some business did survive 
it all. 

This extreme, or “‘hyper-inflation,’’ was 
exceeded in degree only by that in Russia. 
History does not record its equal, nor 
will it ever picture the full extent of the 


losses, the misery and the let-down of 
morality that accompanied it. Even the 
commercial records are very unsatisfac- 
tory. Exchange rates officially established 
by the Central Bank differed twenty-five 
or fifty per cent from unofficial rates of the 
curb or Black Bourse. When evidences of 
indebtedness were written in tons of coal 
and kilos of rye, the statistician could no 
longer total his column or the accountant 
close his books. Our story at best will be 
spotty. 

I shall use throughout the American 
system of designation of magnitudes: the 
‘‘million’”’ being identical, but the Euro- 
pean “millarden” being our billion, and 
the European “billion,” our trillion. 

Our statistical information is derived 
from official sources as far as these reach. 
In addition we make exacting search of the 
files of the larger banking institutions, and 
finally of a few of the more important cor- 
porations. In view of the extreme diffi- 
culty of establishing a uniform starting 
place, they are at best qualitative and 
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therefore, should be taken more as indica- 
tive than absolute. In general, opinions 
of individuals formed long after the fact 
were given only slight weight. 

Our first problem is to set up some meas- 
ure of the inflation. For this we will use the 
official gold rate, commodity index, cost 
of living and wages of unskilled workmen. 
The wages of unskilled workmen increased 
more rapidly at the start of the inflation 
than that of skilled and then maintained a 
parallel course. The cause of this is politi- 
cal and will not be discussed here. 


Gold Commodity Living Wage 


3 


100 100 

102 105 

116 142 

132 153 

157 179 

143 217 

Jan. 195 262 

Apr. 300 286 

July 359 339 

Oct. 639 562 é 
Jan. 1,540 1,256 670 
Apr. 1,420 1,567 10% 910 
July 940 1,367 yf 1,010 
Oct. 1,620 1,466 1,010 
Jan. 1,550 1,439 1,140 
Apr. 1,510 1,326 1,140 
July 1,830 1,428 1,140 
Oct. 3,580 2,460 1,340 
Jan. 4,570 3,665 2,030 
Apr. 6,930 6,355 2,990 
July 11,750 10,060 5,690 
Oct. 75,770 56,600 19,060 
Jan. 428,100 278,500 89,010 
Apr. 582,600 521,200 232,150 

July 2.6 mill 7.5 mill 3.7 mill 3.5 mill 

Oct. 1.5 trill 709 bill 366 bill 780 bill 
(Stabilization occurred the end of October, 1923.) 


Seeeeee 


22,066 
112,000 
295,400 


The lag between cost of living and com- 
modity prices is due in part to the lag of 
retail prices behind commodities, and to 
fixed rents and other service charges. The 
lag of wages behind cost of living indi- 
cates great loss of purchasing power which 
influences seriously the activity of indus- 


tries supplying the domestic market. There 
is no good index of business activity for 
Germany during this period. Such as we 
have is reproduced here in index form. 
RR & 


Waterways 
Traffic (tons) 


Indus- 
trial 
Products 


Agricul- 
tural 
Products 


Steel 
Tonnage 


1913 100 100 100 100 
1919 
1920 62 61 64 66 
1921 63 77 76 69 
1922 69 86 92 75 
1923 69 54 52 49 
1924 71 77 80 60 
1925 81 90 100 ? 


The year of most rapid depreciation, 
1923, or as many call it, greatest infiation, 
marks the low value in three of the four 
indices. Stabilization marks the rapid 
recovery of industry. 

During the last two inflation years 
1922-1923, business really did not know 
what it was doing. Statements add to- 
gether so many kinds of marks that they 
are nearly useless. In fact in Germany 
many institutions were bankrupt and did 
not know it until after the revaluation 
laws became effective in 1925. A record of 
corporation business failures is interesting. 


AVERAGE MONTHLY BANKRUPTCIES 


1918 68 1924 516 
1919 85 1925 948 
1920 110 1926 1,003 
1921 256 1927 475 
1922 82 1928 665 
1923 23 1929 821 


Interest Rates and Bond Prices 


Before discussing details of the German 
Bond Market we should examine interest 
rates. The last war loan was issued at 5 
per cent in 1918. No long term loans were 
floated after the armistice and the dis- 
count rate of the Central Bank was held at 
5 per cent until July, 1922. 


Call 
Money 


30 Day 
Commercial 


Reichsbank 
Discount 





5 (June) to 
10 (Nov.) 
12 (Jan.) to 12 (Jan.) to 

900 (Oct.) 2880 (Nov.) to 
(Stabilization) 360 (Dec.) 
10 87.6 (Jan.) to 


28.2 (Jan.) to 
44.4 (Apr.) to 
12.6 

11.3 to 
10.3 

8.9 to 

5.8 (June) 


Strange to say, bond prices rose well 
above their face value. The quotations 
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changed so rapidly that they can only be 
given for specific dates. The quotations are 
for 100 mark pieces. 


3% Pre-war Bonds 5% War Loan 


Jan. 3, 1921 66 
Jan. 2, 1922 102 
Nov. 3, 1922 1,025 
Dec. 29, 1922 1,400 
Jan. 31, 1923 2,800 
Feb. 28, 1923 4,400 
May 30, 1923 8,000 
June 29, 1923 28,000 
July 30, 1923 90,000 
Aug. 31, 1923 2.25 mil 
Sept. 29, 1923 6.2 mil 
Oct. 31, 1923 40. bil. 
Nov. 30, 1923 3.5 tril. 100 bil. 
Dec. 31, 1923 900. bil. 60 bil. 
(From this date legal quotations in Rentenmarks: 
1 RM=1 trillion paper marks) 
Jan. 31, 1924 1 RM 
Mar. 31, 1924 1 RM 
May 30, 1924 0.8 RM 
June 30, 1924 1.16 RM 
Aug. 29, 1924 1.7 RM 
Oct. 31, 1924 1.39 RM 


475 

510 

6,000 

160,000 
200 mil. 


0.165 RM 
0.106 RM 
0.072 RM 
0.35 RM 
0.83 RM 
0.49 RM 


The pre-war loan was a small issue and 
many people believed that this loan would 
receive special consideration, even be paid 
at gold parity. Actually it received no 
favored treatment on revaluation. A 
simple division of the index of gold or com- 
modities directly into the above figures 
gives the true value in terms of purchasing 
power. The 3% loan lost over 98 per cent 
of its true value, the 5% loan over 99% 
until revalorization established a 214% 
gold exchange value in 1925. 


The Record of Stocks 


The common stocks present quite a 
different picture. The index value of all 


TABLE VIII. 
Dec. 30 Mar. 31 


Badische Anilin 
Chemical 
German Gen. Elec. 
Electrical 
Mannesman 
Steel Tubing 
Polyphone 
Rhein Brown Coal 
Mining 
Rhein Steel Works 
SEO: 
Hamburg American 
a ee 
North German Lloyd 
Sipping. .....<.... 
Schultheiss 
Brewing 
Deutsche Bank 
Dresden Bank 
Dollar Exchange 


649 


June 30 Sept. 29 


THE WASHINGTON 
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listed shares in the divisions of mining, 
heavy industry, manufacturing, trade and 
transport, traded on the Berlin Bourse, 
reduced to gold basis was: 


1913 100 

1918 91.15 

1919 28.21 

1920 14.43 

1921 17.92 

1922 9.35 

1922 (low) 2.72 (Oct.) 


16.15 
26 .39 
a 
35 
50 
49 
44 


1923 
1924 
1925 
1926 
1927 
1928 
1929 


These averages are daily to weekly to 
monthly to yearly. It is readily seen that 
the list as a whole was not a very complete 
hedge, though if carried through to 1926, 
after all revaluation laws were in effect, 
was better than even mortgages on their 
25% revaluation. An outstanding list of 
securities in several industries through the 
severest period of the inflation is given 
together with dollar exchange (Table VIII). 








1923 
Mar. 28 June29 Sept.28 Dec. 31 
Thou- Thou- Mil- Bil- 


Dec. 29 sands sands lions lions 





1,655 8,700 32 590 28,750 


5,975 18 11,800 


47,500 
5,500 


15,000 57 
5,700 36 


23,250 56 52,000 


20,900 56 48,000 


9,125 46 44,900 


5,800 29 11,750 
15 16,500 
7,800 24 14,900 
3,100 9 8,100 
24 4,200 
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This table is lacking in two important 
fundamentals. It gives mere share quota- 
tions and takes no account of changes in 
capital structure, and does not carry 
through revaluations, that is, into 1926 
or 1927. It cannot be carried forward, be- 
cause important amalgamations and re- 
organizations prevent, in certain cases. 
Its greatest value lies in the short period 
hedge, which can be found by dividing the 
respective dollar valuations into the 
quotations, and comparing the ratios. 

A more comprehensive picture is given 
in the next table. Here 100 gold marks 
were invested in each of the respective 
shares in July, 1914, all rights were taken 
up on the date of maturity and costs con- 
verted at that day’s exchange to gold 
and added to the original investment. The 
whole was then sold in October, 1926, 
after all revalorization decrees were in 
effect long enough to have exerted their 
effect. The dividends were converted to 
gold on the day received and totals for 
each issue divided by 12 years for average 
annual return. Several large companies 
which entered into combinations during 
the period are not represented. 
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Corporate Financial Policies 


The problems of conducting a corpor- 
ate institution through this period were 
many. The method used by the most suc- 
cessful was the carrying of a double set 
of accounts, one on a gold basis, the 
other on paper. The declining volume of 
domestic business due to loss of purchas- 
ing power of the retired class, even of the 
middle and laboring classes, was severely 
felt. Exhaustion of working capital, un- 
known or unrecognized in the mass of 
astronomical figures, brought bankruptcy 
to many after the currency had been sta- 
bilized. These difficulties could be mul- 
tiplied many fold, yet some prospered and 
many survived. 

The better grade of mining shares, both 
coal and potash, gave a good account 
of themselves. The chemicals, with their 
established export markets did well. Those 
dependent on domestic distribution not 
so well and some particularly domestic 
drug houses fell out. The banking group 
suffered severely, the mortgage banks in 
particular. Utilities were largely munici- 
pally owned and even though set up as 
stock companies left no clear record. 








GERMAN COMMON 
STOCKS 


Subscriptions 
to rights, ete. 


1.86 
10.40 
2.15 
68 .58 


German General Electric. . 
Heidelberg Cement. . 
German Potash Corp. (Sales). . 
August Wessels (Shoes) 
Daimler (Auto) 20.03 
Hochst Dye Co 18.52 
Harpener Mining Co.. — 
German Luxemburg Mining Co. 
Rhein Brown Coal Co 
Mannesman (Steel)........... 1.55 
Griesheim (Chemicals) 26.91 
Hamburg American Line...... -- 
German Ry. Operation Co. 
Ry-operation-financing 
Dessau Gas Co. (Utility) 
Dortmund Brewery. . 3.81 
Electric Lt. & Power (Utility) 6.70 
Kaiserroda (Potash) — 
Ewald (Potash) a 
Deutsche Bank 6.32 
Disconto Bank 6.47 
Dresdner Bank 9.51 
4.86 
Frankfurt Mtg. Bank —— 
Prussian Central Agr. Bank.... — 


5.21 


2.61 
25.97 


Average Annual 
Return “% 
over 12 yrs. 


Total 
Investment 


Gold Quotation 
Oct. 1926 





101. 14. 
110. 74. 
102. 24. 
168. 18. 
120. 13. 
118. 154. 
100. 97. 
100. 87. 
105. 114. 
101. 67. 
126. 215. 
100. 40. 


Srnowrwnomanwos| 


~“ 


CWON NRK DN KK We DO 


102. 93. 
125. 85. 
103. 80. 
106. 47. 
100. 140. 
100. 114. 
106. 19. 
106. 29. 
109. 30. 
104. 26. 
100. 11.5 
100. 11.5 


Bee eee eH OF DD DD 
AS IKAOeBA- ee 
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Rates were put on a sliding scale early, 
but the machinery for rate revision was 
very cumbersome and slow in action. The 
privately owned utilities fared in propor- 
tion to the skill of the management. 

Then there is the interesting example 
of the great super-corporations, or amal- 
gamations before us. The Stinnes struc- 
ture, set up on the foundation of a de- 
preciating currency, through short term 
borrowing, found after stabilization, no 
working capital and interest rates of over 
20 per cent. That collapse was inevitable. 
Yet other amalgamations, based on care- 
ful husbanding of capital, particularly if 
hedged outside the country, were very 
successful. The borrowing complex ex- 
tended into many smaller companies, and 
either resulted in bankruptcy, or a re- 
organization that left little to the original 
stockholders. It is a case where only a 
superficial glance was given to the gen- 
eral theory, and the side reactions over- 
looked. 


Extraordinary cleverness in manage- 


ment seemed to be an essential to bring- 
ing the corporation through. Conserva- 
tism is important, to keep out of the 
borrowing complex. Also to keep within 


conservative bounds of replacement and 
revision in hedging such funds as avail- 
able, as, contrasted with expansion and 
ending with a dead horse. Many of the 
fatalities of 1925 and 1926 were due to 
an error in hedging in increased facilities 
in 1922 prompted by the incentive to 
hedge current funds in physical property. 
After it was all over the middle class was 
wiped out, the worker put on a lower 
standard of living. The dream of export 
business based on the apparently cheap 
factory, did not materialize, and the world 
has added a lot to its skill in handling this 
in subsequent years. 

The companies with large surplusses in 
the early years fared much better than 
those with the heavy funded debts, al- 
though this is not in agreement with the 
propaganda of our own inflationists. The 
company that hedged in inventory rather 
than additional productive capacity fared 
the better. Those companies that im- 
proved their property rather than in- 
creased their manufacturing units came 
out best. That is, money hedged in an 
enlargement of the staff housing, which 


Every Trust Receives 
the Personal Attention 
of the Senior Executives 
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is an integral part of every German plant, 
proved better than adding additional pro- 
ductive capacity, for the index of industrial 
production did not reach the 1913 level 
until 1927. 





Proven Principles of Equity Investment 


I have here tried to present a very 
brief picture of the behavior of equities 
through the post-war European inflation. 
As a general proposition they show up 
better than bonds and mortgages, but 
only through most careful selection does 
one successfully hedge through this me- 
dium. A few of the important deductions 
might be: 

Old companies have a better prospect 
than new ones. 

Companies in staples show up better 
than those in newly-created industries, not 
because of the industry itself, but because 
of the burden of finding increasing capital 
funds. 

A type of conservatism in management 
that does not start plant expansion every 
time the general psychology of the public 
brings about a new wave of buying to rid 
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A BROAD RANGE OF 
FIDUCIARY EXPERIENCE 


Through 64 years The Northern Trust Com- 
pany has been steadily increasing its vast 
fund of practical knowledge in all types of 
fiduciary matters. Those interested in man- 
agement for estates . . . probating of wills 

. the services of a registrar and transfer 
agent—find this experience of considerable 
value. 


THE NORTHERN TRUST COMPANY 


NORTHWEST CORNER LASALLE AND MONROE STREETS, CHICAGO 
Member of Federal Deposit Insurance Corporation 





themselves of money. These flights of 
capital into goods are usually extensive. 
We are having one in our security markets 
which started a year ago. It should pass 
into the merchandise field later, probably 
not too far distant. The corporation that 
hedges in modernization and inventory is 
a better bet than one adding to capacity 
of plant. 

This inflation we are in is going to leave 
a large part of our population much poorer, 
and taxes will, just as they did after sta- 
bilization in Europe, take away addi- 
tional purchasing power, particularly in 
capital goods, and we will not need the 
great expansion of plant for a long time. 
This tax diversion from capital to con- 
sumer goods must be reckoned with, even 
if temporarily the hedging looks like a 
reverse movement. 

While utilities do not in any sense show 
up as hopeless hedges, the slowness with 
which rates can be adjusted by our cum- 
bersome machinery may temporarily re- 
tard their keeping up with the general 
price structure. 

Those companies with large invest- 





ments in natural resources, and com- 
paratively little in plant facilities, fared 
well in all countries. 

Those companies producing products of 
a generally necessary class, particularly 
if they are the kind that keep and store 
easily, find their product becoming the 
hedge of the wage-earner and temporarily 
prosper thereby. While the German shoe 
concern cited did not bear this out it was 
because of administrative errors, and not 
of principle. 

Finally we must not fail to call attention 
to the sharp recession in business that 
follows with the first step in stabilization. 
There is a period when hedges are dumped 
and shrinkage of values may be enormous. 
Plans must be made to either clear the 
equity hedge before stablization, or be 
prepared to carry over for one to two 
years. 

We have discussed here only the capital 
hedge viewpoint. A capital hedge is not 
necessarily and in fact is rarely an income 
hedge. It is necessary to recognize this 
difference and plan the estate accordingly. 





Complementary Protection of Life Insurance 
and Trust Services 


Value and Objectives of Insurance Trusts Endorsed by 
Life Insurance Companies 


PART THREE 


Editor’s Note: Recognition of the natural spheres of service and facili- 
ties belonging to the life insurance company and to the trust institution, 
and staunch cooperation between these supplementary services has pro- 
vided increased public benefits of financial protection. To obtain the 
official views of leading life insurance companies of the United States 
and Canada, particularly after the readjustments of the past few years, 
Trust Companies Magazine invited expression as to the factors consid- 
ered decisive in recommending use of optional settlements or trust agree- 
ments, and as to policies and practices by which mutual opportunities 
may be further promoted. Twenty-one life insurance companies were 
represented in the symposia in the January and February issues. Fol- 
lowing are statements from other leading companies: 


CONNECTICUT GENERAL LIFE 
INSURANCE COMPANY 


Frazar B. Wilde, President 


National social stability must be based 
upon a minimum sense of security. This 
necessary security in earlier stages of 
society was possible if the individual 
owned a producing property, even though 
small, or felt that he would own such 
property before the end of his productive 
years. 

By reason of the greatly increased com- 
plexity of modern economic conditions, 
collective society can realize the neces- 
sary sense of security only in proportion 
as it feels that property now possessed 
or likely to be possessed will be preserved 
to accomplish the purposes for which it 
was acquired. In short, two conditions 
exist today without which the minimum 
sense of security necessary for social sta- 
bility cannot exist; first, possession, or 
likelihood of possession, of property; and, 
second, the means of managing and pre- 
serving that property to accomplish the 
desired object of protecting the owner 
and his dependents. 

The opportunity offered today of creat- 
ing an estate through life insurance is 
unique and needs no enlargement. Like 
any other property, life insurance makes 
its greatest contribution to individual 
and collective security if hedged about 
with a sound plan of investment manage- 


ment. This plan has been offered for - 
many years by the life insurance com- 
panies under settlement options included 
in their contracts. To most men these set- 
tlement options offer a complete solution 
of their problems. 

There are many cases, however, calling 
for special uses of life insurance proceeds 
in which it is not feasible to use settle- 
ment options. To this group the activities 
of trust companies, complementing that 
offered by the insurance companies, of- 
fers an ample and well-rounded protec- 
tion which, if utilized, will greatly in- 
crease the contribution of life insurance 
to the welfare and stability of society. 

It is expected and desired that the co- 
operation of the past between represen- 
tatives of life insurance companies and 
trust companies be continued and ex- 
tended. In view of the great accomplish- 
ments of this cooperative service, there 
is every reason to expect that the future 
will have even more to offer through this 
joint effort to solve problems of estate 
creation and conservation. 


EQUITABLE LIFE INSURANCE 
COMPANY OF IOWA 
H. S. Nollen, President 
In the days when the proceeds of life 
insurance policies were payable only in 
single sums to beneficiaries, they fre- 
quently suffered loss of these amounts by 
reason of the unfortunate selection of in- 
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vestments, and the purpose for which the 
insurance was intended was thus frus- 
trated. 

Therefore one of the outstanding im- 
provements in the service to policyholders 
rendered by life insurance companies in 
recent years has been the provision in the 
life insurance contracts for the payment 
of the proceeds to beneficiaries to meet 
their needs as they arise, thus conserving 
for them both principal and income. 

It is not the function of life insurance 
companies to act in the capacity of a 
trustee who exercises discretionary pow- 
ers, and where such provisions are desir- 
able it is advisable to arrange for co- 
operation with a trust company which 
can receive the proceeds from the life 
insurance company, conserve them and 
disburse them under the terms of a trust 
agreement which will meet all require- 
ments. The disposition of life insurance 
proceeds through a trust company is also 
desirable where they are to be mingled 
with other assets and combined in a sin- 
gle trust. Our Company has always been 
willing and has encouraged its represent- 
atives in the field to cooperate with 
trust companies in meeting the require- 
ments of policyholders through provisions 
for the beneficiaries in accordance with 
their best interests. 


FIDELITY MUTUAL LIFE INSURANCE 
COMPANY 


Walter Le Mar Talbot, President 


Honest desire to better understand one 
another’s problems has in recent years 
brought to a sounder footing the rela- 
tions of life insurance companies and 
trust companies and has induced a more 
helpful spirit of cooperation between life 
underwriters and trust officers. The un- 
derwriter, as we all know, was reluctant, 
in many cases, to recommend trust serv- 
ice because he feared the business he had 
created might be diverted to a competi- 
tor or lost through conflicting. opinion. 
The trust officer, in many cases, was mo- 
tivated by a similar myopic viewpoint. I 
am gratified to see this feeling is being 
subordinated to the best interest of the 
client. 

Not many cases have come to my notice 
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where much difficulty should have been 
experienced in determining which type 
of service should have been chosen. The 
issue between the need of discretionary 
powers and inflexible commitment is gen- 
erally rather clearly drawn. Few under- 
writers or trust men are under any un- 
certainty as to the limitations or the 
handicaps of the respective services. I 
feel that it is just as unwise for the 
underwriter to attempt to meet a series 
of contingencies through complicated 
special modes of settlement agreements 
as it is for the trust officer to create a 
life insurance trust merely to pay the 
proceeds at fixed intervals upon an 
agreed basis. 

The meeting of minds, which has been 
increasingly noticeable during the past 
few years, has brought to both under- 
writers and trust officers a spirit of co- 
operation which is very healthy for all 
concerned. 


NEW YORK LIFE INSURANCE 
COMPANY 
Thomas A. Buckner, President 

The advertisements of banks and trust 
companies conspicuously and generously 
endorsing life insurance have, in my opin- 
ion, done much to bring the subject of 
life insurance prominently to the atten- 
tion of the public. 

The New York Life Insurance Com- 
pany’s policy contracts offer policyholders 
the option of having policy proceeds paid 
to the beneficiaries as income in lieu of a 
cash settlement. Also, our Company un- 
der its charter is enabled to execute trust 
agreements covering the distribution of 
the proceeds of the policies issued by the 
Company but it does not issue agreements 
giving the trustee discretionary powers. 
The trust companies and trust depart- 
ments of banks have a wide field for serv- 
ice in the handling of trusts in which the 
maker of the trust wishes to consolidate 
life insurance proceeds with other prop- 
erty or feels it advisable to delegate dis- 
cretionary powers to the trustee. 

The faithful performance of a trust 
service which protects estates and pro- 
vides income to beneficiaries as designed 
by the maker of the trust is of inestima- 
ble value to all concerned. 
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THE TRAVELERS 


L. EDMUND ZACHER, President 


HARTFORD @@ge™ CONNECTICUT 


Annual Statements VS) 4) December 31, 1935 


THE TRAVELERS INSURANCE COMPANY 
(Seventy-second Annual Statement) 
ASSETS RESERVES AND ALL OTHER LIABILITIES 
United States Government Bonds $248 ,437 ,624.45 Life Insurance Reserves . . . . $671,217,559.89 
U.S. Government Guaranteed Bonds 6,790,175 Accident and Health Insurance 
Other Public Bonds. oes ae 73,423,055." Reserves . ae 9,651 ,416.17 
Railroad BondsandStocks . . . 61,451,746. Workmen’s Compensation anit 23. 
Public Utility Bondsand Stocks . . 64,891,578 ability Insurance Reserves 48 , 281,435.15 
Other Bondsand Stocks . .. . 39,294,804. Reserves for Taxes . :! é 4,231, 141.86 


First Mortgage Loans oaks ae oe 66, 222,088 
Cat teete eee 12'195,819. Other Reserves and Liabilities go 2,321,383. 34. 


RealEstate—Other . . . . . 46,054,905. SpecialReserve . . . . - -  12,140,270.74 
Loans on Company's policies - « 119,860,667. : 

CashonhandandinBanks . . . 12,870,001. Capital - «+ $20,000,000,00 

Interest accrued. x, ae oR 8,861,115. Surplus. . . 20 ,067 ,784.56 

Premiums dueanddeferred . . . 26,949,977. ——_——— 

poe eee eee 607 , 433. 40,067 , 784.56 


*TOTAL a Cig, ee a re TOTAL oo ee ce 5 ee 


THE TRAVELERS INDEMNITY COMPANY 
(Thirtieth Annual Statement) 
ASSETS RESERVES AND ALL OTHER LIABILITIES 
United StatesGovernment Bonds . $4,782,097 .00 Unearned Premium and Claim 
Other Public Bonds. we es 2,061, 183.00 Reserves : RS $8 , 163,878. 


Railroad Bonds and Stocks ke 1,808 , 346.00 Reserves for Taxes . . 388, 100. 
Public Utility Bonds and Stocks . . 1,466, 331.00 Other Reserves and Liabilities . « 488,044.74 


Other BondsandStocks . . . .  11,319,476.00 Special Reserve. . 7,410, 246.47 
Cashonhandandin Banks . . . 2,389, 576.90 Capital rs. $3,000, 000.00 

Premiums in Course of Collection . 1,817, 658.85 Surplus. . . 6,285 826.27 

Intevestacerwed 6. sw lk lt ls 92,027.55 9,285,826. 


$25 736,696.30 | TOTAL ee 


THE TRAVELERS FIRE INSURANCE COMPANY 
(Twelfth Annual Statement) 
ASSETS RESERVES AND ALL OTHER LIABILITIES 
United StatesGovernment Bonds . $9 932,000.00 Unearned Premium and Claim 
Other PublicBonds . . .. . 505,500.00 Reserves ; s+. aw eee 
Railroad Bondsand Stocks . . . 1,379,850.00 Reservesfor Taxes. se 512,716.38 
Public Utility Bondsand Stocks . . 3,194,316.00 Other Reserves and Liabilities | . 121,835.88 
Other BondsandStocks . . . . 2,924,676.00 Special Reserve : — 2,549,682 .43 
CashonhandandinBanks .. . 1,834, 284.93 Capital Mee $2,000,000 .00 
Premiums in Course of Collection . 1,420, 752.08 Surplus. . . 4,221,725 .33 
Intevestaccrued . . 1. + et 126,440.13 PP iaboesssch at Aah 
A a“ ic kk 21,934.27 6,221,725 .33 


*TOTAL + « » » « + »  ‘RLeeeyeoe-ae TOTAL ; ee . $21,339,753.41 


THE CHARTER OAK FIRE INSURANCE COMPANY 
(First Annual Statement) 
ASSETS RESERVES AND ALL OTHER Liasiities 
United StatesGovernment Bonds. $1,017 ,000.00 ReservesforTaxes . ... . $ 200.00 
Cashonhandandin Banks .. . 185 630.71 Capital soe $500 , 000.00 
a 5,348.45 Surplus. . . . 707,779.16 


























<class 1,207,779.16 
*TOTAL a ee ee ee $1,207 979.16 TOTAL ee eee ee $1,207 ,979.16 





*Assets include securities deposited with State and other authorities, as required by law: 
The Travelers Insurance Company $19,354,817.00; The Travelers Indemnity Company $1,200,093.30; The Travelers Fire Insurance 
Company $605,790.00; The Charter Oak Fire Insurance Company $300,000.00. 


ALL FORMS OF LIFE, CASUALTY AND FIRE INSURANCE 
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AN INDEPENDENT 


New YorkK CORRESPONDENT 


Changing conditions and new bank- 
ing problems increase the value of 
a close relationship with a strong, 
independent New York bank, free 
to think and act in the interests of 


its customers. 


CENTRAL HANOVER 
BANK AND TRUST COM PANY 
NEW YORK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





Fiduciary Activities of National Banks 


Large Increase in Volume of Individual Trust Business 
Annual Report of Comptroller of the Currency for Year Ending October 31, 1935 


HE number of trusts and volume of 

trust assets under administration 
by national banks reflected continued 
growth during the fiscal year by figures 
compiled as of June 29, 1935. One thou- 
sand nine nundred and thirty-two na- 
tional banks on that date had authority 
to exercise trust powers, with a combined 
capital of $1,508,132,817 and banking as- 
sets of $22,543,477,718, which repre- 
sented 35.57 percent of the number, 83.14 
percent of the par value of capital, and 
86.50 percent of the assets of all banks in 
the national banking system. 

Of the number authorized to exercise 
trust powers under the provisions of sec- 
tion 11 (k) of the Federal Reserve Act, 
1,578 banks had active trust departments 
and were administering 129,711 individ- 
ual trusts with assets aggregating $9,- 
251,291,947, and in addition were ad- 
ministering 16,801 corporate trusts and 
acting as trustees for outstanding note 
and bond issues amounting to $11,605,- 
145,026. Compared with 1934 these fig- 
ures represent a net increase of 8,577 or 
6.2 percent in the number of trusts being 
administered; an increase of $734,740,- 
203, or 8.6 percent in the volume of in- 
dividual trust assets under administra- 
tion, and an increase of $120,683,289 or 
1.05 percent in the volume of note and 
bond issues outstanding under which na- 
tional banks had been named to act as 
trustees. 

Segregation of the number of fiduciary 
accounts in national banks revealed that 
69,162, or 47.2 percent, were those created 
under private or living trust agreements; 
60,549 or 41.3 percent were trusts being 
administered under the jurisdiction of 
the courts, and the remaining 16 801, or 
11.5 percent, were trusteeships under cor- 
porate bond or note-issue indentures. 
Private trust assets comprised $7,637,- 
917,488, or 82.6 percent of the total assets 


under administration while the remain- 
ing $1,613,374,459, or 17.4 percent, be- 
longed to court trusts. 

An analysis of the $8,341,958,034 of in- 
vested trust funds belonging to the pri- 
vate and court trusts under administra- 
tion revealed that 48.74 percent were in 
bonds; 29.28 percent in stocks; 7.96 per- 
cent in real-estate mortgages; 7.16 per- 
cent in real estate, and 6.86 percent con- 
sisted of miscellaneous assets. 

The continued development of trust 
activities in national banks is further 
emphasized by comparing the record in 
1935 with that of 1926 which reflects an 
increase during the 9-year period of 120,- 
459, or 462.36 percent in the number of 
trusts being administered; an increase 
of $8,328,963,270, or 903.04 percent, in 
the volume of individual trust assets 
under administration, and an increase of 
$9,141,591,710, or 371.07 percent, in the 
volume of note and bond issues outstand- 
ing for which national banks were acting 
as trustees. 

That the growth in earnings from 
trust-department operations has kept 
pace with the increased volume of trusts 
which have been intrusted to the ad- 
ministration of the banks in the national 
banking system is revealed by the fact 
that during the fiscal year ended June 
30, 1935, gross earnings aggregating 
$26,479,000 were reported as against $23,- 
616,000, in 1934, representing a gain of 
$2,863,000, 01° 12.1 percent over 1934, and 
an increase of $18,224,000, or 220.8 per- 
cent, over 1926. 

Two hundred and eighty-two national 
banks were acting as trustees under 1,048 
insurance trust agreements involving 
$47,346,096 in proceeds from insurance 
policies, while 704 national banks had 
been named trustee under 17,689 insur- 
ance trust agreements not yet matured or 
operative, supported by insurance policies 
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TRUST COMPANIES 


Capital $3,000,000 


Surplus $3,500,000 


ie IS our hope that our fellow bank and trust men 
who read “Trust Companies” monthly, for cur- 
rent information and guidance in fiduciary work, will 
consider this a reminder that we welcome oppor- 
tunities to be helpful to them whenever they need 
cooperation in this section of the country. 


STATE STREET TRUST 


COMPANY 


Boston, Massachusetts 


MEMBER FEDERAL RESERVE SYSTEM 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





with a face value aggregating $681,142,- 
424, 

Three hundred and fifty-three of the 
banks spent $202,792 during the year for 
trust advertising, 44 banks employed full- 
time trust solicitors, and 64 banks utilized 
the services of part-time trust solicitors. 

An analysis of the new business placed 
on the books of the national banks be- 
tween June 30, 1934, and June 29, 1935, 
developed that 830 banks were named to 
act as individual trustees under 7,161 
agreements involving $322,327,057; 773 
banks were named to act under 2,785 ex- 
ecutorships involving $159,144,949; 572 
banks were named as administrator under 
1,482 appointments involving $22,418, 
725; 561 banks were named under 3,104 
guardianships involving $8,243,123; 12 
banks were named to act as assignee in 
35 instances involving $781,157; 131 
banks were named to act as committee of 
estates of lunatics in 457 cases involving 
$4,960,751. 

Two hundred and forty-five banks 
were named trustees for 1,264 bond 
and note issues aggregating $543,555,- 
148; 74 banks were named to act as reg- 
istrar of stocks and bonds in 159 cases in- 
volving $125,037,061, while 67 banks 
were named to act as transfer-agent in 
155 instances involving $38,061,296; 35 
banks were named to act in 186 receiver- 
ships involving $3,864,669; while 403 


banks were named to act 5,900 times in 
miscellaneous fiduciary capacities, other 
than those enumerated above, involving 
$436,123,838. 

National-bank branches, numbering 
229 on June 29, 1935, were actively en- 
gaged in administering 12,607 trusts, 
with individual trust assets aggregating 
$750,620,149, and were acting as trustees 
for outstanding bond and note issues 
amounting to $339,370,414. 

Total assets of banking departments of 
the 1,932 national banks authorized to 
exercise fiduciary powers amounted to 
$22,543,477,718. 


Diffusion of Wealth 


Perry Shorts, president, Second National 
Bank & Trust Company of Saginaw, Mich., 
stated in a recent talk to the Chicago Chap- 
ter of the A. I. B. that one hears many loose 
statements to the effect that 80% to 90% 
of the wealth is owned by 2% of the people. 
He refutes those figures and gives the fol- 
lowing as substantiation: 

“W. J. Cameron’s statistics show conclu- 
sively that about 72% of all the wealth of 
our country is owned by average people— 
and no matter how you divide it up, there 
just isn’t enough to go around and provide 
every family with economic independence. 
And don’t forget that these figures also tell 
the truth about taxes—that if 72% of our 
wealth is owned by the common people, then 
72% of our taxes are also paid by them. Why 
don’t they put this in the headlines?” 





One Hundredth Anniversary of the Girard Trust Company 
A Century of Corporate Fiduciary Progress 


F the hundreds of trust companies 

now in existence in the United 
States, only four began the trust busi- 
ness earlier than 1850. One of the four is 
the Girard Trust Company of Philadel- 
phia, which, on March 17th, 1936, cele- 
brated its one hundredth anniversary. 

It was exactly a century ago on that 
day that Joseph Ritner, then Governor of 
Pennsylvania, signed the Act granting to 
“The Girard Life Insurance, Annuity 
and Trust Company,’—as this Company 
was first known—a perpetual charter. 
Today trust funds of almost a billion 
dollars are administered by this Com- 
pany, which was one of the pioneers in 
the field of trust business. 

Benjamin W. Richards, the Company’s 
principal founder and its first president, 
had been mayor of the City of Philadel- 
phia at the time of the death—in Decem- 
ber, 1831—of that great merchant, mar- 
iner, and financier—Stephen Girard. 
Later Mr. Richards was one of the Com- 
missioners of the trust fund bequeathed 
by Girard for philanthropic purposes. It 
was, doubtless, his duties in connection 
with this trust which turned Mr. Rich- 
ards’ thoughts to the formation of a 
company which should specialize in the 
management of trust estates. 

Until three weeks before the Girard 
Trust Company procured its charter, 
there was no company in Philadelphia 
authorized to administer trusts, and 
where practiced at all, the trust business 
was only one of the collateral features of 
insurance companies. The country was 
young; Philadelphia was but one-tenth 
as large as it is today. Sizable estates 
were only beginning to be accumulated. 
So the Girard, as its name implied, com- 
bined the performance of trust services 
with the life insurance business during 
the first half-century of its existence. The 
company began business in March, 1836, 
with a capital of $300,000 and a staff 
composed of a president, treasury, actu- 
ary and runner, in the first floor of a 
modest three-story building. 


Eight months after the Company pro- 
cured its charter, it received its earliest 
trusteeship under Will, and for the first 
time undertook the duties with which it 
was later to be so largely engaged. That 
was one of the earliest instances of the 
appointment of a trust company in such 
capacity in the United States. 

The Company had little more than been 
established when the panic of 1837 swept 
over the country. Specie payments were 
suspended, many banks closed their 
doors, and business depression was wide- 
spread. In June, 1842, the managers of 
the Company thought it inexpedient to 
declare the usual semi-annual dividend, 
initiated in January, 1837—the only in- 
stance of the Company’s passing a divi- 
dend throughout its history. 

The Company’s life insurance business 
prospered from the first, and in 1844, a 
dividend of one and one quarter per cent 
for each annual premium paid, was de- 
clared upon the policies outstanding, to 
be added to the face of the policies and 
paid at their maturity. This custom of 
making distributions to policy-holders 
varying in amounts as warranted by 
profits, was continued at five year inter- 
vals, until 1894. 

During this period of steadily expand- 
ing trust business the Girard was ap- 
pointed trustee under the first life in- 
surance trust created in the United 
States. The trust agreement was exe- 
cuted in 1869, and became active in De- 
cember, 1883. After fifty-two years of 
administration by the Company it was 
terminated in June, 1935, with the death 
of the last beneficiary. 

During its hundred-year history, the 
Company has outgrown accommodations 
at five successive locations. When, in 
1890, it first located at Broad and Chest- 
nut Streets, it led the way to the develop- 
ment of what is now Philadelphia’s prin- 
cipal financial district. 

By the turn of the century, the Com- 
pany had discontinued its activities in 
the life insurance field and was applying 
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itself solely to the banking and trust 
business. In 1899 the somewhat cumber- 
some name was shortened to its present 
title of “Girard Trust Company.” Its 
total resources including capital of two 
million, had grown to over $21,000,000; 
deposits to more than $15,000,000, and 
trust funds under its management to 
over $41,000,000. 

Among all of the state banks and trust 
companies in the Third Federal Reserve 
District of which Philadelphia is a part, 
the Girard Trust Company was the first 
to become a member of the Federal Re- 
serve System, having joined the system 
in 1917. 

During the ’20’s, when many banks and 
trust companies organized security af- 
filiates, when branch banking was mak- 
ing great headway in some States and 
“chains” and “groups” of banks were de- 
veloping in others, the Girard Trust 
Company came to stand almost alone 
among the larger banks and trust com- 
panies of the country in having attained 
its size by growth rather than by 
merger or consolidation. Its manage- 
ment preferred to maintain its individ- 
uality and to restrict itself to banking 
and trust business, rather than to or- 
ganize or operate a security affiliate or 
investment house. 

The Company has always taken an in- 
terest in the welfare of its employees, 
and its increasing prosperity made pos- 
sible tangible evidences of that interest. 
The Company’s pension fund for its em- 
ployees was begun in 1910, and has been 
added to out of earnings. Since the early 
’90’s the Company has served daily 
lunches to its employees as a measure of 
economy and convenience for them. In 
1917, in appreciation of the loyalty and 
cooperation of the staff, the Company 
began the practice of insuring the life 
of each of its employees to the amount of 
one year’s salary, the insurance becom- 
ing effective in the case of new employ- 
ees upon completion of one year’s service. 


During the recent depression, the 
Girard Trust Company experienced no 
difficulty in meeting the storm. Its assets 
had never been written up to the inflated 
values of the boom years, and had been 


The 
Oldest Trust Company 
in Pittsburgh 


ESTABLISHED 1867 


Member Federal Reserve System 
Member. Federal Deposit Insurance 


Corporation 


PEOPLES-PITTSBURGH 
TRUST COMPANY 


PITTSBURGH, PA. 


maintained in unusually liquid condi- 
tion. Thus the Company was in a posi- 
tion to render assistance to other banks 
in distress. 

Throughout the depression years, the 
Company actively supported the various 
efforts to alleviate its effects. It has con- 
tributed generously to relief organiza- 
tions, maintained the salaries of its em- 
ployees unreduced, and has continued the 
payment of its annual dividend of forty 
per cent. 

Albert A. Jackson, the Company’s fifth 
and present president, succeeded Effing- 
ham B. Morris to the presidency in May, 
1928, when the latter completed forty- 
one years as President of the Company 
and resigned to accept the Chairmanship 
of the Board. 

Present Managers of the Company 
are: Effingham B. Morris, Chairman; 
Henry Tatnall, C. Hartman Kuhn, John 
S. Jenks, Edgar C. Felton, W. Hinckle 
Smith, Charles J. Rhoads, Morris L. 
Clothier, Albert A. Jackson, Edward B. 
Leisenring, John A. Hartford, R. R. M. 
Carpenter, Arthur C. Dorrance, C. Jared 
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A growing trust or- 
ganization that has 
already been en- 
trusted with the 
management of 
more than 1200 es- 
tates and trusts. 


STATE ~PLANTERS 
BANKJRUST ©. 


RIcHMOND VIRGINIA 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Ingersoll, George Stuart Patterson, 
James E. Gowen, Martin W. Clement, 
Thomas S. Gates, George W. Norris. 

The latest published statement of the 
Company shows its total resources to be 
more than $128,000,000, and deposits of 
over $111,000,000. It manages individual 
trust funds which total almost one billion 
dollars. 


During its history the Girard Trust 
Company has witnessed tremendous 
changes in banking and financial affairs. 
A hundred years ago the second Bank 
of the United States was still in exist- 
ence, although Andrew Jackson, then in 
his second term as President, had al- 
ready withdrawn the government depos- 
its from that bank and distributed them 
among various of the state banks—“pet 
banks” as they were then called. Through 
the succeeding years it has seen the es- 
tablishment of the first clearing houses 
in this country, the establishment of the 
national banking system and later the 
Federal Reserve. 

In this period of a hundred years the 
nation itself has grown in population 
from fifteen to over a hundred and twen- 
ty millions, and the City of Philadelphia 
from two hundred thousand to over two 
millions. The Company has witnessed 
three foreign wars and one civil war, 
seven major economic depressions, as 
well as revolutionary developments in 
science and industry. 


From its modest office on the first floor 
of a small rented house, the Company has 
grown to occupy eight floors of two large 
buildings extending a block on Philadel- 
phia’s famous Broad Street, the original 
structure, of white marble, having been 
modeled after the famous Pantheon at 
Rome. Its staff, at first composed of four 
members, has increased to over eight 
hundred. Its officers, originally three, 
now number over thirty. 

There is ample cause for just pride in 
the Company’s century of accomplish- 
ment. As it has pioneered in the field of 
trusteeship so has it met the challenges 
of a century of change with the same 
combination of enterprise and fidelity in 
the execution of its trusts. 


American Trust Regains Local 
Control 


Voting control of the American Trust 
Company of San Francisco was returned 
to local interests last month through pur- 
chase of fifty of the seventy-five thou- 
sand shares of common stock which had 
been held by Atlas Corporation in New 
York. This stock is being split on a five- 
for-one basis of $20 par. The purchase 
was made through a syndicate headed by 
Blyth & Company, which also purchased 
$7,500,000 of convertible preferred stock 
from the bank, to be used to redeem the 
preferred stock now held by the R. F. C. 
The common stock was proposed for sale 
to the public, particularly in San Fran- 
cisco and other communities served by 
the trust company. 

It was announced that G. Parker Toms, 
who represented the Atlas Corporation’s 
interests, will retire from the executive 
vice-presidency of the bank, remaining as 
director and member of the executive 
committee. Fred Elsey continues as presi- 
dent. At a meeting of the directors of the 
trust company this month, two board 
members retired and five new members 
were elected. Action was postponed on 
the proposal to change the name back to 
that of the Mercantile Trust Company. 





The Layman’s View of the Trust Department 


Interviews with Business and Professional Men and Women 


(Editor’s Note: To determine, at first hand and under circumstances per- 
mitting of full frankness, what some of the typical business and profes- 
sional people of means think of trust department work, members of the 
staff of Trust Companies Magazine have initiated a series of interviews 
which will be reported anonymously in this and succeeding issues of 
the magazine. It is the purpose of these interviews to provide an un- 
abridged commentary on the questions, doubts and criticisms which trust 
officials must answer if many of their prospects are to repose full confi- 
dence in them and make adequate use of trust services. This is the third 


of a series.) 


Interview No. 3 


Mr. C., a younger business man who 
is a beneficiary under a moderate-size 
trust fund, developed some rather defi- 
nite notions regarding corporate fiduci- 
aries from his contact in this respect. 
Married and with one son, he realizes 
the highly specialized knowledge and 
facilities necessary to protect investment 
values through these times of rapid 
economic change and sensitive financial 
conditions. Being a professional man he 
is aware of his own lack of investment 
knowledge and is desirous of finding an 
institution which will be able to properly 
discharge the responsibility of conserv- 
ing his ultimate estate for the benefit of 
his family. 

His hesitancy over appointment of a 
corporate fiduciary arose from certain 
personal experiences with the bank 
handling the fund under which he is 
a beneficiary, and caused him to believe 
that such services, though financially sat- 
isfactory, were performed with so little 
personal consideration as to preclude his 
family from that counsel which often 
becomes necessary where some one else 
holds the purse-strings. This was es- 
pecially important as he had concluded 
that the best results from a moderate 
estate could be obtained only by provid- 
ing for certain discretion regarding in- 
vasion of principal. 

For a number of years his trust had 
paid a very stable income, even extend- 
ing over two or three years of the de- 


pression. Then the income check which 
he received was for an amount about 
one-tenth of the usual income, without 
any letter of explanation or advice as to 
the possible duration of the decrease. 
Telephoning to the officer who had been 
handling the account, and finding he was 
out, he left the request for a return call. 
When that was not forthcoming after 
several days, he called again and the of- 
ficer told him it was something about 
mortgages and that he would look into 
it. Nothing more was heard until a 
couple of weeks later Mr. C. called per- 
sonally on the senior officer and obtained 
a satisfactory explanation. 

When the next income-payment date 
arrived the remittance check was for an 
amount not much less than the customary 
payment had been, and he wrote a letter 
to the officer commending their able han- 
dling of the investments in the face of 
depression conditions. To this letter 
there was no acknowledgment. That im- 
pressed Mr. C. that the bank was either 
careless in its attention to detail or in- 
different to the point of discourtesy. He 
had also called to their attention a tech- 
nical requirement of the trust which had 
not been complied with, though the only 
effect would have been a potential liabil- 
ity on the trustees. 

In contrast to this, his contacts with 
the bank had impressed him that the 
senior officer was both able and con- 
scientious in cooperating with him, and 
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Individual Attention 


Limited Number Accepted 


THE WILBUR HOME 
Established 1884 
Private home for the care of subnormal 
and incompetent persons 
Beautiful surroundings of 42 acres. Homelike atmosphere provides care, training 
and understanding companionship for such maladjusted personalities. 


RECOMMENDATIONS FROM 
Doctors AND Trust INsTITUTIONS 


Moderate Rates 


For information or booklet address 


Mrs. Helen Wilbur 


upon one occasion had been of very con- 
siderable help in making an advance on 
trust income which enabled him to take 
advantage of a favorable opportunity— 
a service which Mr. C doubted could have 
been duplicated by an individual trustee. 


Another instance of corporate fiduciary 
administration which had impressed Mr. 
C. was the experience of a close friend 
of his on the Western Coast who, about 
two years ago, was in the market for a 
high-priced home. The real estate agent 
showed him, among others, several 
houses which were in the hands of trust 
companies. This friend related that these 
houses were in a much poorer condi- 
tion of repair than the average, and his 
reaction was that the trust companies 
did not take good care of property left 
under their care. As a matter of fact, 
however, he did not know whether these 
houses were properties of the banking 
or the trust department, but as he was 
at that time considering the establish- 
ment of a living trust and had received 
considerable literature about trust serv- 
ices, he was inclined to look at them in 
the light of trust properties, and was 
thus unfavorably impressed. 


Mr. C. was thoroughly convinced of 
his own and his wife’s inability to cope 
with the modern complexities of invest- 
ment management, taxation and legal 
problems of an estate, but was far from 
confident that his family would obtain 
understanding audience and advice of 
the trust official unless his estate were 
of major proportions. 


Box 1259 


Kalamazoo, Mich. 


Graduate School of Banking 


The second (1936) session of the Gradu- 
ate School of Banking, sponsored by the 
American Bankers Assn. in conjunction 
with Rutgers University, will open June 22 
for the two-week course ending July 3. In 
addition to instruction in practical and tech- 
nical aspects of banking and trust work by 
bank officials, studies in legal phases of 
banking will be directed by the General 
Counsel of the office of the Comptroller of 
the Currency. Economic courses in the his- 
torical and theoretical background of the 
relationship of government to finance and 
banking will be given by university instruc- 
tors. 


Income tax collections from Jan. 1 to 
March 16 of this year were 45.6% above the 
same period in 1935, according to a prelim- 
inary Treasury tabulation made public on 
March 17. These receipts, which were above 
earlier Administration estimates, amounted 
to $361,428,990 in the 1936 period as com- 
pared to $248,060,133 in collections in the 
comparable period last year. It was unoffi- 
cially predicted that income tax collections 
for the current fiscal year might be as much 
as $200,000,000 above the Treasury Depart- 
ment’s original estimates. 


The Bankers Trust Company, New York, 
as trustee of the first mortgage bonds of 
Yonkers Railroad Company have filed in- 
junction proceedings against the City of 
Yonkers and the Yonkers Railroad Com- 
pany. The trustee on behalf of the bond- 
holders contends that the proposal of the 
city to purchase certain portions of the line 
of the railroad company is in derogation of 
the rights of the bondholders. 















Organized public groups offer an excel- 
lent field for sound and useful promotion 
of public relations, according to John J. 
McCann, Jr., advertising director of Na- 
tional Savings Bank, Albany, N. Y., in his 
recent address before the Eastern Savings 
Conference. 

“In our institution we have looked upon 
organized groups, and by them, of course, 
I refer to those representative leaders of 
civic, business and social affairs, as an 
opportunity for a new approach to the old 
problem — developing relations. It seems 
only reasonable to us that such groups as 
the Chamber of Commerce, retail mer- 
chants, parent and State teachers, profes- 
sional and service clubs, and so on down 
the long list of others of similar character, 
is not remote from good banking and our 
standing in the communty. 

“Collectively, these groups exercise an 
influence in one way or another over the 
greatest percentage of our population. 
They are a potent force of public thought 
and action. And because of their influence, 
because of their position in the community, 
and more particularly because of their very 
nature—organized with mutual interests— 
we have sought to cultivate them. It is 
another way for us to cover a large field 
with the minimum of effort. 

“In our department we have hit upon the 
one particular quality of all organizations, 
and that is the news value of their activi- 
ties. We have tried to ally ourselves with 
them whenever timely or desirable in order 
to share in the popular interest of group 
activities. In doing this we have found that 
our institution can be as valuable and as 
useful to them as they are to us. 

“An experience which illustrates this 
point happened some time ago. Our local 
advertising club, in conjunction with the 
American Typothetae and Allied Crafts- 
men of the Capitol District, decided to put 
on for the first time in our section a 
graphic arts exhibition. With the permis- 
sion of my president I proposed that it be 
held on the mezzanine floor of our bank. 

“The clubs ran a large announcement in 
the newspapers for the public and mailed 
special invitations to their membership and 
all others who had an interest in the re- 


Developing Trust New Business 


Cooperation with Civic Groups Builds Bank Prestige 
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productive arts. The printing firms and 
engraving houses released their employees 
during working hours so that all who had 
a hand in the creation of the exhibit might 
have a chance to see it. This brought into 
our bank the highest paid of skilled crafts- 
men. ; 

“The newspapers were, of course, gen- 
erous with publicity, being in themselves 
a form of the graphic arts. Many pictures 
were taken and played up along with news 
stories. For three weeks we sort of basked 
in reflected glory. 

“Of course, we do not believe that our 
plan of cultivating groups can substitute 
in any way the other functions of our ad- 
vertising and new business department. We 
have looked upon it as an aid or supple- 
ment to good bank advertising and good 
bank publicity.” 





That Claim of Your Son’s 


He may still be in rompers, or a lad in 
knickers, or a young man at college—what- 
ever his age, a son has his claim to well- 
planned living. 

You would wish for him a comfortable 
home, good schools, where he may develop 
talent and fit himself for some useful walk 
of life, and a little financial start to make 
the first years of his career safer and more 
encouraging. 

These things may be assured him by his 
parents while they live, but they should not 
be interrupted by even a premature death. 
Each boy’s claim to a well-planned life will 
continue until the boy is an educated man, 
equipped for the duties of manhood. 

Maybe you have enough laid away to pro- 
vide for the son who must look to you for 
rearing and education; maybe you have in- 
sured your life so that he may have these 
things, even though you should no longer 
be here to provide them. But even that is not 
enough. Property, or life insurance money, 
left to the boy may do him no good unless 
it is properly handled. Have you seen to 
that? 

Parenthood is am important part of the 
ordered life which all of us would like to 
lead. A revised edition of our booklet, “The 
Transfer of Property by Will,” discusses 
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the practical side of a parent’s responsi- 
bilities in a most helpful way. It makes 
some suggestions, born of long observation 
and experience, which may not have oc- 
curred to you. Why not ask for your copy? 


From copyrighted folder issued by The Bank of 
California N. A., San Francisco. 


A Service of Proved Value 


The appointment to act as executor, trus- 
tee, administrator, guardian of a minor, or 
committee of an incompetent, frequently 
involves duties and responsibilities far 
greater than anticipated. Much of this bur- 
den is due to the care and attention which 
must be given to the securities belonging to 
the estate. 

The fiduciary who endeavors to attend 
personally to the many duties associated 
with the care of securities, soon finds his 
time heavily taxed by the following duties: 


1. He must rent a safe deposit box to insure the 
safety of the securities entrusted to his care. 

2. He must make repeated visits to the safe de- 
posit vault, often at inconvenient times. 

3. Coupons must be cut and deposited with the 
bank for collection. 
Securities sold must be removed from the vault 
and delivered to the broker. 

. Securities purchased must be received from the 
broker and placed in the vault. 

. The investments must have continual attention 
so that notices of maturity, redemption and divi- 
dends, as well as other routine details, are not 
overlooked. 

. Accurate records must be kept for income tax 
and accounting purposes. 


How Our Safekeeping Service Helps the 
Fiduciary 


The Safekeeping Service of Manufactur- 
ers Trust Company helps the fiduciary by 
relieving him of these time-consuming de- 
tails and worries. By depositing the securi- 
ties under your care in a _ safekeeping 
account, you transfer to this bank all of 
these arduous tasks. Following are some 
of the services we perform for you under 


a safekeeping arrangement. 

1. The bank holds the securities in its vault in a 
separate compartment bearing the name of 
the owner. 

. Dividends, interest and principal are collected 
promptly ad credited to the account of the 
fiduciary. 

Orders for the sale, purchase or exchange of 
securities are executed immediately. Such orders 
may be placed by mail or wire. 

. Constant watch is maintained by the bank for 
developments that may affect the securities, such 
as called bonds, stock conversions, subscription 
rights, changes in dividends and the appoint- 
ment of receiverships and committees. 

. The bank attends to the transfer and registration 
of securities. 

. Periodic statements are furnished by the bank, 
showing cash receipts and disbursements, and 
also a list of the securities held. 
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The cost of safekeeping service at Manu- 
facturers Trust Company is moderate. Fidu- 
ciaries who have used this service have 
found that the cost is offset by their freedom 
from the responsibility of looking after the 
numerous and exacting details involved. 

It is as simple to open a safekeeping ac- 
count as a checking account. We shall be 
glad to give you full information without 


obligation. 
From folder of Manufacturers Trust Company, 
New York City. 


No Loss of Control 


Many people have the mistaken idea that 
no one can turn property over to a trust 
company for supervision or management 
without surrendering control over the prop- 
erty itself. That is not the case. Varying 
arrangements can be made in different cases 
to suit particular needs and wishes of the 
customer. 

In a Custodian Account, for example, the 
customer retains all authority over the 
funds and, in fact, may terminate the ar- 
rangement at will. Even in a Trust Account 
it is possible to reserve for beneficiaries or 
other interested parties a wide range of 
authority over investments. 

There are many ways in which a trust 


‘company can be of invaluable assistance to 


anyone charged with the responsibility of 
administering property of any sort. It is 
important that no such individual should 
hesitate to avail himself of these services 
because of any misunderstanding as to loss 
of control over his property. 

If you are faced with such responsi- 
bilities, we invite you to inquire as to 
whether the services of this Bank might be 
helpful. 


Text of newspaper advertisement of Bank of New 
York & Trust Company, New York, N. Y. 


A Reason for Reviewing Your 
Will at This Time 


The importance of having Wills reviewed 


periodically is not generally recognized, 
doubtless due to a failure to appreciate that 
a Will must not only contain a clear state- 
ment of the wishes of the maker of the 
Will, but must also conform to frequent 
changes in the law occasioned by new legis- 
lation or new decisions. 

This is forcibly demonstrated by recent 
decision of the New York State Court of 
Appeals “In Re Curley’s Will.” In this case 
it was decided that a trust was not an effec- 
tive substitute for an outright legacy to 
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a surviving husband or wife because the 
Will did not require that an Individual 
Trustee furnish bond, nor that the invest- 
ments of such trust be restricted to only 
those legal for trust funds in New York 
State. 

This decision may have the effect of up- 
setting the trusts planned by husbands or 
wives who have made Wills since August 31, 
1930. 

It seems unnecessary to point out the far- 
reaching implications of this decision. It is, 
therefore, recommended that if this situa- 
tion applies to you, you promptly consult 
your attorney, with whom we shall be glad 


to discuss the matter at any time. 
From advertisement of Chemical Bank & Trust 
Company, New Cork City. 


Life Insurance and the Estate 
of Henry Ward Beecher 


Henry Ward Beecher, the great preacher, 
in his Will directed his Executors and Trus- 
tees to “receive the amount of my life in- 
surance, to invest the same, and to pay the 
proceeds of such investments to my wife 
during her life in equal quarterly yearly in- 
stalments.” Wisely said and done. 

But Dr. Beecher made his Will before the 
modern Life Insurance Trust had been per- 
fected. Therefore you can better protect your 
life insurance proceeds today than Dr. 
Beecher did because— 

1. Dr. Beecher’s life insurance money had to be 
probated as part of his Estate, whereas a modern 
Life Insurance Trust does not call for court pro- 
cedure—thus saving delay and administrative costs. 

2. Dr. Beecher’s life insurance cash could only be 
used to produce income, whereas under a modern 
Life Insurance Trust the Trustee can be given 
discretion to draw on principal in case of emer- 
gency when income is insufficient—a most val- 
uable feature. F 
This subjects is more fully discussed in our book- 
let on Life Insurance Trusts, which is available 
on request. 

Excerpts from newspaper advertisement The Union 


& New Haven Trust Company, New Haven, Conn. 


Why Conserving Wealth 
Requires Organization and 
Initiative 

In a developing country like the United 
States the aggregate wealth of the nation, 
from generation to generation, tends to 
grow. 

On the other hand, the invested wealth 
of an individual often suffers shrinkage; 
sometimes while he lives, and particularly 
as his wealth is divided and redivided after 
his death. 
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For the invested wealth of individuals, be 
it much or little, is constantly under attack 
by various economic, technical and social 
forces which tend to shrink its principal or 
affect its purchasing power. Among these 
forces, three are outstanding: 


First, obsolescence of business enter- 
prises—even whole industries—due to in- 
ventions and other causes. 


Second, changes in the purchasing 
power of money, or changes in its actual 
value such as the recent reduction of the 
gold content of the dollar. 


Third, taxes—particularly those im- 
posed upon wealth as it passes by gift or 
bequest to its successive individual own- 
ers. 

The constant endeavor of everyone who 
has accumulated or inherited wealth is to 
guard against avoidable shrinkages. Many 
make a further endeavor,—to offset the un- 
avoidable shrinkages by taking advantage 
of the recurring investment opportunities 
which invention or economic conditions may 
present. 


Organization and Initiative Are Needed in 
Conserving Wealth 


We are all coming to recognize that oc- 
casional, single-handed endeavor is far less 
effective than continuous, organized en- 
deavor. Conserving invested wealth has, in 
fact, become a specialized, full-time business 
undertaking which, like any other business, 
requires organization and experience. It also 
requires initiative; for, except in rare in- 
stances, inertia in investment does not tend 
to conserve wealth, just as inertia in business 
does not tend to create wealth. In conserving 
wealth there must be a definite policy, with 
a definite objective—sometimes defensive 
and sometimes aggressive, according to con- 
ditions. 

A few of those having very large for- 
tunes maintain their own organizations for 
this purpose. But the vast majority of men 
and women who have some means are pre- 
cluded from maintaining such an organiza- 
tion on account of its cost. Moreover, most 
of them lack either the time or the experi- 
ence required to deal with the various aspects 


-of conserving their wealth; they are either 


engrossed in their business, professional or 
other work; or they are out of touch with the 
investment field. * * * 


From newspaper advertisement, Fiduciary Trust 
Company, New York City. 
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How a Trust Company Earns 
Its Pay 


Trust service is rarely an expense; al- 
most always it more than pays its way; 
often it earns substantial dividends. For 
instance, under the provisions of a living 
trust, in which the active head and prin- 
cipal owner of a business had placed his 
share of the family stock, we recently took 
over active supervision of the business upon 
our client’s death. 

During the thorough check we always 
make upon assuming control of an estate, 
we discovered that for a number of years 
the corporation had paid income taxes upon 
an incorrect basis. The government readily 
honored a well-supported claim for a refund 
exceeding $1,000 representing over-pay- 
ments for three years. The portion received 
by the trust estate was all net gain and, 
inasmuch as the trust lasted for only about 
a year after the death of the man who had 
created it, this one saving more than cov- 
ered the trust charges during that period. 

But, in addition, our experience and in- 
sight have saved this corporation and the 
other stockholders, for whom we do not 
officially act, a much larger sum which 
might have been paid out in excessive taxes 
over a continuing period of—no one knows 
how many years — had not this mistake 
been brought to the attention of the stock- 
holders. 


From “Reflections” issued by California Trust 
Company, Los Angeles, California. 


Corporate Dividend Record 


in the 
twelve-year period 1922 to 1933, inclusive, 
distributed 64 per cent of their entire net 
income earned during that time, the Stand- 
ard Statictics Co. declared in an analysis 


Leading domestic corporations 


made in the light of the plan to tax corpo- 
ration surpluses. 

During the period the corporations sur- 
veyed reported net income of $88,633,856,000 
and liberated $56,977,645,000 of it for the 
use of stockholders. In three years, 1930, 
1931 and 1932, all of the net was distributed 
together with portions from surplus. 

“Even a drastic new tax law,” the survey 
said, “might not increase the ratio mate- 
rially. It would be logical, however, to ex- - 
pect further upward dividend revisions in 
line with further expansion of earnings.” 


New SEC Forms for Banks 


The Securities and Exchange Commission 
announced on March 18 the adoption of a 
form for quarterly statements to be filed 
by banks claiming exemption from the pro- 
visions of the Public Utility Holding Com- 
pany Act of 1935 under Rule 3A3-1. State- 
ments are to be filed on the form within 30 
days after the last day of February, May, 
August and November in each year except 
that the first statement may be filed at any 
time on or before April 30, 1936. The form 
is designated U-3A3-1. 


Proposed Federal Mortgage Bank 
Opposed 

The Federal Mortgage Bank proposed in 
the Fletcher Bill now before Congress would 
end by becoming the dumping ground for 
the poorest mortgages in the country and 
would thus be detrimental to the govern- 
ment’s finances and to the public welfare, 
the United States Building & Loan League, 
in an analysis of the bill sent to its 4,300 
member savings, building and loan associa- 
tions sets forth the reason why it believes 
the proposal unsound. The League contends 
that under the proposed system any indi- 
vidual who can acquire $1,000 worth of 
stock in the Bank could go extensively into 
the mortgage lending business, on any kind 
of improved urban property, sell the mort- 
gages without resource to the government 
bank, and thus “get out from under” as 
real estate deflation begins to come. The 
League further says that since a govern- 
ment guarantee of obligations or complete 
tax exemptions are probably necessary to 
provide the Bank with funds in a period of 
business crisis, the institution will be oper- 
ating essentially on the faith and credit of 
the United States, and can ill afford under 
these circumstances to be loaded down with 
the poorest of mortgages. Six major reasons 
for opposition to the proposal are accom- 
panied by comment on each section of the 
bill. 
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Origin of Unusual Trust 
Company Names 


Rhode Island Hospital Trust Company 
Providence, R. I. 


In 1857 occurred the death of Moses 
Brown Ives who, by his will, left $50,000 
to be devoted to such charitable objects 
as should be selected by his trustees. 


In 1863 the trustees decided to utilize 
the greater portion of this bequest 
towards starting a public hospital to be 
known as the Rhode Island Hospital. The 
nation was embroiled in a civil war, and 
the idea of a public hospital aroused much 
enthusiasm. Early subscriptions to the 
hospital were very satisfactory but one of 
the immediate problems was to provide 
continuous and adequate support through 
the years. The plan which they finally de- 
veloped to meet this need was the or- 
ganizing of a Trust Company. The Trust 
Company idea, developed about forty 
years before, had demonstrated by actual 
practice the soundness of the theory upon 
which it was founded, namely, to furnish 
a method of trusteeship that would (1) 
be above the limitations of personal health 
and continuance of life, (2) be efficient 
and economical in operation and (3) have 
financial responsibility. As one of the 
original incorporators stated: 

“It (the Rhode Island Hospital Trust 
Company) owed its existence to the de- 
sire of a few public-spirited men to create 
what should be a financial institution of 
high credit and powerful resources, and 
at the same time prove a pecuniary helper 
to the Rhode Island Hospital, a benevo- 
lent institution then in its infancy.” 


While the Company was to give much- 
needed financial help to the Hospital, yet 
of even more importance was that it 
“should be a financial institution of high 
credit and powerful resources.” It must 
supply a real need of the community, and 
be of such usefulness that it would de- 
velop and prosper of its own worth. 

In 1867, at the May session of the leg- 
islature, a charter was sought and ob- 
tained from the General Assembly, thus 
initiating the oldest Trust Company in 
New England. The corporators were men 


prominent in local affairs. Under a sec- 
tion of this charter, the Company agreed: 

“To pay over annually, to the ‘Rhode 
Island Hospital’, for its use, one-third 
part of all the net profit upon the capital 
stock of said corporation over and above 
six per cent thereon. This obligation shall 
continue so long as no similar act of in- 
corporation shall be granted by the legis- 
lature of this State to other parties than 
the corporators herein.” 


While the General Assembly did grant 
a charter to the State Deposit and Trust 
Company in 1870, which automatically 
rendered inoperative the requirement in 
the charter above quoted, the Rhode 
Island Hospital Trust Company continued 
its original agreement until the fall of 
1880. At that time the board of directors 
voted to issue to the Rhode Island Hospi- 
tal 100 shares of stock (par value $1,000 
per share) as a permanent settlement of 
the matter. The Hospital thus became, 
and has continued to be, one of the large 
stockholders of the Company. 


Quarters were secured at 37 South 
Main Street, and shortly after the first of 
January, 1868, the books were opened for 
deposits. It was not long before the first 
trust was established, and this trust con- 
tinued in operation from 1868 until in 
1915 the death of the last surviving child 
of the testator terminated the trust. 


Original home of the Company 





Corporate Fiduciaries Associations 


Activities of California Bankers 
Trust Section 


Since the annual meeting of the Cali- 
fornia Bankers Association held at Coro- 
nado, California, in May, 1935, the Trust 
Section has been particularly active in 
matters of interest to trust companies and 
banks operating trust departments in the 
State of California, a detailed account of 
which follows: 


We have received into the Trust Section 
one new member, to wit: The San Fran- 
cisco Bank of San Francisco, California. 
The Trust Section held a joint meeting 
with the Legislative Committee of the 
Trust Section in Los Angeles on Friday, 
November 1, 1935, at which time the fol- 
lowing matters were discussed: 


A. L. Lathrop, president of the Cali- 
fornia Bankers Association, ex-officio 
member of the Executive Committee of 
the Trust Section, reported generally 
on the recent agreement with the State 
Bar, pointing out that he felt it was, 
up to that time, operating satisfactorily 
to both lawyers and trust companies. 
He particularly mentioned a joint meet- 
ing of the Long Beach Clearing House 
and the Long Beach Bar Association, 
which he had attended as a guest, and 
stated that he was impressed with the 
cooperative spirit and the cordiality of 
the attorneys present. 


The informal suggestion of a member 
of the State Bar that the Los Angeles 
Trust Association name two members 
to serve on the Grievance Committee of 
the State Bar was discussed, and while 
the members present expressed appreci- 
ation for the suggestion on the part of 
the Bar, it was felt that it might afford 
some embarrassment to both the Bar 
and the trust companies and that this 
be brought to the attention of the party 
extending the invitation, with the hope 
that he would withdraw same for the 
reason stated. 


clarifying the California income tax reg- 

ulations with particular reference to: 
Withholding dividends on corporate 
stocks payable to non-residents. 


Tax on intangibles of non-residents. 


A vote of thanks was extended to Ed- 
ward L. Elliot, W. D. Lux, Walter L. 
Nossaman and Russell Smith for the very 
excellent manner in which they had 
handled this important matter. 

The joint meeting received the report of 
J. W. Garthwaite, chairman of the Leg- 
islative Committee of the Trust Section, 
in which he suggested several matters of 
interest to the Trust Section and par- 
ticularly mentioned the Uniform Principal 
and Income Act, which subject was made 
a special order for the next meeting of 
the Executive Committee of the Trust 
Section. 

The continuance of the newspaper pub- 
licity in San Francisco and Los Angeles 
was discussed at some length, and it was 
the consensus of those present that the 
publicity to date had been of a high char- 
acter and distinctly beneficial to the trust 
business as a whole. In order to perpetu- 
ate this type of publicity, together with 
other types, a committee was appointed to 
consider publicity as a whole by the Trust 
Section and report at a future meeting, 
the Committee to consist of W. D. Lux, 
chairman, William De. Baker, secretary, 
W. J. Kieferdorf, Frederick R. Behrends, 
G. W. Wickland, and Don R. Cameron. 


The Thirteenth Annual Regional Trust 
Conference of the Pacific Coast and 
Rocky Mountain States was held on Oc- 
tober 31 and November 1 in Los Angeles, 
California. A very comprehensive and en- 
lightening program featured the Confer- 
ence with several Eastern speakers 
prominent in the trust field in the United 
States. The Conference was well attended, 
and it was felt that it was of great benefit 
to those in attendance. 


Washington—The Home Loan Bank board 


reported, this month, that January real 
W. D. Lux, vice chairman of the Trust’ estate foreclosures were 29.3 per cent less 
Section, reported on the progress of than in January, 1935. 
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Excerpts From Selected Articles 


The Trustee’s Duty of Loyalty 
Harvard Law Review, February, 1936. Pages 521- 
565. By AUSTIN WAKEMAN SCOTT, Harvard 
Law School. 

“A trustee is in a fiduciary relation to the 
beneficiaries of the trust. There are other 
fiduciaries such as guardians, executors or 
administrators, receivers, agents, attorneys, 
corporate directors or officers, partners, and 
joint adventurers. In some relations the 
fiduciary element is more intense than in 
others; it is peculiarly intense in the case 
of a trust. It is the duty of a trustee to ad- 
minister the trust solely in the interest of 
the beneficiaries. He is not permitted to 
place himself in a position where it would 
be for his own benefit to violate his duty to 
the beneficiaries. 

“As to the duty of loyalty owed by a trus- 
tee to the beneficiaries of the trust, it is im- 
portant to distinguish the situation where 
the trustee in dealing with trust property on 
his own account acts without the consent of 
the beneficiaries from the situation where he 
so acts with their consent. Where the bene- 
ficiaries do not consent, the transaction is 
voidable by them even though the trustee 
acted in good faith and the transaction was 
in all other respects fair and reasonable. On 
the other hand, where the beneficiaries con- 
sent to the transaction, it is not always 
voidable by them; it is voidable if, but only 
if, the trustee failed to disclose to the bene- 
ficiaries the material facts which he knew 
or should have known, or if he used the in- 
fluence of his position to induce the consent, 
or if the transaction was not in all respects 
fair and reasonable. But even where the 
beneficiaries consent, the transaction is not 
like one between persons dealing with each 
other at arm’s length, which can be set aside 
only for fraud or duress or undue influence 
or mistake. 


Purchase of Trust Property by the Trustee 
Individually 

“It was for a time doubtful in England 
whether a purchase of trust property by the 
trustee without the beneficiaries’ consent 
would be set aside if the trustee took no 
advantage of his position. On the other hand, 
it was doubtful whether a purchase with the 
beneficiaries’ consent would not be set aside 
even though the trustee took no advantage 
of his position. The distinction between the 
rule that a trustee is absolutely incapaci- 
tated from purchasing trust property from 
himself even though the sale is otherwise 


perfectly fair, and the rule that a trustee 
can purchase trust property with the consent 
of the beneficiaries if he acts fairly, was not 
at first clearly recognized in the English 
cases, * * * 


Sale by Corporate Trustee 


“The rules with reference to self-dealing 
by a trustee are applicable to corporate as 
well as individual trustees. Where a trust 
company as trustee holds property in its 
trust department, it cannot properly sell 
such property to another of its departments. 
A corporate trustee cannot properly sell 
trust property to an affiliated or subsidiary 
corporation in which it has the entire inter- 
est or a controlling interest or such a 
substantial interest that there would be a 
temptation to consider its own advantage in 
making the sale and not to consider solely 
the advantage to the beneficiaries of the 
trust. A corporate trustee violates its duty 
if it sells trust property to one of its officers 
or directors. 

“Tt has been held that a corporate trustee 
cannot properly sell trust property to an- 
other corporation of which a considerable 
number of the directors are also directors of 
the corporate trustee. * * * 


Sale of Trustee’s Individual Property to 
Himself as Trustee 


“Just as it is improper for a trustee to 
sell trust property to himself individually 
so conversely it is improper for him to sell 
his individual property to himself as trus- 
tee. Such a sale is improper even though had 
he purchased the property from a third per- 
son it would have been a proper trust in- 
vestment, and the trustee acted in good 
faith and received from the trust estate no 
more than a fair price for the property. 
Thus, in Cornet v. Cornet the defendant 
trustee was in the habit of purchasing se- 
curities in his own name, paying the pur- 
chase price out of his own funds, and after- 
ward distributing the securities at cost to 
various estates held by him in trust or to 
his own account as seemed to him desirable. 
He purchased certain securities in this man- 
ner and subsequently distributed them to one 
of the trusts, and they afterward depreciated 
in value. It was held that the trustee was 
liable for the loss. The court said that if he 
were permitted to do this ‘it would place be- 
fore him the constant temptation to make 
the trust fund a dumping ground for his 
own unsatisfactory ventures.’ 


819 
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“Where a trustee sells his individual prop- 
erty to the trust, the beneficiaries can com- 
pel him to repay the amount of the purchase 
money with interest. If he does so, he is en- 
titled to receive back the property together 
with any income received therefrom while it 
was held in the trust. Until the trustee re- 
pays the purchase price, the beneficiaries are 
entitled to a lien upon the property to secure 
its repayment. As to this the rule is the 
same as in the case of any other purchase 
by the trustee of property which was not a 
proper purchase for the trust. 

“Where the trustee sells his individual 
property to the trust and thereby makes a 
profit, he is accountable to the beneficiary 
for the profit. Thus, if the price at which he 
sold it to the trust was more than the value 
of the property at the time of the sale, the 
beneficiaries can compel him to repay the 
amount of the difference. Even if he sold the 
property to the trust for no more than its 
value at the time of the sale, he is account- 
able to the trust for the difference between 
the purchase price and the amount for which 
the trustee purchased it, if he purchased it 
for the purpose of reselling it. If, however, 
he did not purchase it for that purpose and 
sells it to the trust for no more than its 
value at the time of the sale, he is not ac- 
countable for any profit, since he made no 
profit out of the transaction; but even in 
such a case the beneficiary can set aside the 
sale and require him to repay the purchase 
price, although the property has fallen in 
value subsequent to the sale. In other words, 
the trustee must account for any profit he 
makes through the sale, and is chargeable 


with any loss suffered by the trust estate. 
* * * 


Deposit by Corporate Trustee in Its Banking 
Department 


“Where a trustee from time to time has 
in his possession cash awaiting investment 
or distribution or held for the purpose of 
paying current expenses, he can properly de- 
posit it in a bank. The question arises 
whether a bank or trust company can prop- 
erly deposit its trust funds in its own bank- 
ing department, or whether it is under a 
duty to deposit the funds in some other 
bank. The obvious objection to depositing 
the money in its own banking department is 
that it is lending trust money to itself in- 
dividually. It is sometimes suggested, how- 
ever, that the trust department and the com- 
mercial department of a trust company are 
separate entities, and that when trust 
moneys held in the trust department are 
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deposited in the commercial department the 
situation is the same as though the deposit 
were made in a seperate institution. The an- 
swer to this is that the two departments are 
not separate institutions; they are all ad- 
ministered for the ultimate benefit of a sin- 
gle group of shareholders. We have seen 
that a sale of property by the commercial 
department to the trust company as trustee 
is improper on the ground that the trustee is 
dealing with itself in such a transaction. 

“It has been argued that the creator of a 
trust in naming a trust company as trustee 
impliedly authorizes it to deposit trust funds 
in its own banking department. The argu- 
ment is that by naming it as trustee he in- 
dicates a special confidence in it, a greater 
confidence than he has in other banking in- 
stitutions; and that therefore it would be in 
accordance with his probable wishes that 
trust funds should be kept on deposit with it 
rather than that they should be deposited 
with some other bank in which he has not 
indicated a similar confidence. Moreover, it 
is argued that in many cases it would be dif- 
ficult to find in the vicinity another bank of 
equal standing in which it would be prac- 
ticable to deposit trust funds. It is argued 
also that if a trust company were compelled 
to deposit trust funds in another institution, 
it would be tempted to make such deposits 
only in those which made similar deposits 
with it; and that the result would be a gen- 
eral scratching of each other’s backs by trust 
institutions. 

“For the view that a deposit by a corporate 
trustee of trust funds in its own banking 
department is improper, it has been argued 
that the evils resulting from self-dealing 
are present in a substantial degree, even 
if not in the same degree as in some other 
situations. The argument is that there would 
be a temptation to make and continue such 
deposits even though the bank were known 
by its officers to be in a precarious condition; 
and that there would be a temptation to 
leave the money on deposit for an unneces- 
sarily long time, since the bank is making 
a profit by lending the money at a greater 
rate of interest than it pays on the account, 
if indeed any interest at all is paid on such 
accounts. 

“When the question whether a trust com- 
pany can properly deposit funds held by it as 
trustee in its banking department was first 
submitted to the Members of The American 
Law Institute, it was stated in the tenta- 
tive draft that such a deposit is improper. 
When a revised draft was presented to the 
Council of the Institute, a majority of the 
Council present favored the presentation to 
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the Members of a draft expressing the view 
that such a deposit is not improper if under 
all the circumstances it was reasonable and 
prudent to make the deposit; but that such a 
deposit is improper if the trust company did 
not act for the interest of the beneficiaries 
in making the deposit, as where it had rea- 
son to believe that there was danger that it 
might fail, or where it did not properly ear- 
mark the deposit as a deposit made by it as 
trustee, or where it left the money on de- 
posit for an unreasonably long time. When 
the matter was presented at the meeting of 
the Members in 1935 for its final determina- 
tion, after a considerable discussion it was 
decided to state the rule as it was originally 
presented, to the effect that a trust company 
or bank which makes in its own banking de- 
partment a general deposit of funds held by 
it as trustee thereby commits a breach of 
trust, unless by the terms of the trust it is 
authorized to do so. * * * 


Conclusion 


“We have seen that a trustee occupies a 
position in which the courts have fixed a 
very high and very strict standard for his 
conduct whenever his personal interest 
comes or may come into conflict with his 
duty to the beneficiaries. As long as he is not 
acting in his own interest the standard fixed 
for his behavior is only that of a reasonable 
amount of care and skill and caution. When, 
however, the trustee acts in his own interest 
in connection with the performance of his 
duties as trustee, the standard of behavior 
becomes more rigorous. In such a case his 
interest must yield to that of the beneficiar- 
ies. Where he deals directly with the bene- 
ficiaries, the transaction may stand, but only 
if the trustee makes full disclosure and 
takes no advantage of his position and the 
transaction is in all respects fair and rea- 
sonable. When he acts without the consent 
of the beneficiaries, the transaction will be 
set aside even though it was otherwise fair 
and reasonable. A purchase of trust property 
by the trustee individually, or a sale to the 
trust of the trustee’s individual property, 
can be set aside no matter how fair the sale 
may be. If the trustee uses trust property 
for his own purposes he is liable for any loss 
and accountable for any gain resulting from 
such use. Where he deals on his own account 
with a third person in acquiring an interest 
in the subject matter which he holds in trust, 
he is accountable for any profit he makes 
thereby. He is accountable for any bonus or 
commission which he may receive from a 
third person on account of transactions en- 
tered into by him as trustee. He is not per- 
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mitted on his own account to compete un- 
fairly with the trust. 

“Chief Judge Cardozo, speaking for the 
New York Court of Appeals, in an often 
quoted passage, has said: ‘Many forms of 
conduct permissible in a workaday world for 
those acting at arm’s length, are forbidden 
to those bound by fiduciary ties. A trustee 
is held to something stricter than the morals 
of the market place. Not honesty alone, but 
the punctilio of an honor the most sensitive, 
is then the standard of behavior. As to this 
there has developed a tradition that is un- 
bending and inveterate. Uncompromising 
rigidity has been the attitude of courts of 
equity when petitioned to undermine the 
rule of undivided loyalty by the “disintegrat- 
ing erosion” of particular exceptions. Only 
thus has the level of conduct for fiduciaries 
been kept at a level higher than that trod- 
den by the crowd. It will not consciously be 
lowered by any judgment of this court.’ ” 

One hundred fifty-two footnotes of cita- 
tions, references and comments. 


Conditions on Testamentary Gifts as 
a Device of Control 
Columbia Law Review, 
Pages 439-456. 

“The natural desire among men that their 
dead hand hover over those left behind, and 
the refusal of courts to give binding force 
to mere precatory desires expressed in a 
will, have led to the use of the testamentary 
gift on condition, as a mode of inducing 
obedience by the beneficiaries to the wishes 
of the testator. Testamentary conditions fall 
into two major categories: those designed 
to preserve the disposition of the estate 
from attack, evasion, or depletion, and 
those directed at controlling the private 
lives of the beneficiaries. Though a lone 
case has raised constitutional objections to 
the economic compulsion inherent in the use 
of such condition, it seems clear that the 
testator may impose any condition that his 
whim and caprice may dictate, however un- 
reasonable, unless it be contrary to the law 
or public policy of the state. 

“Whatever the conditions employed, sev- 
eral cardinal principles are applicable. The 
reluctance of courts to find conditions must 
be overcome by a clear expression of in- 
tention that the gift rest thereon. Precise 
and complete description of that which is 
to be done both as to substance and time is 
necessary to avoid defeat of the testator’s 
plan by the doctrine of strict construction. 
Further, where the gift is one of personality, 
the inclusion in all such clauses of a gift 
over in the event of a breach prevents the 
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otherwise possible holding that the condi- 
tion is inoperative as merely in terrorem. 

“Conditions separating children from the 
custody and guidance of their parents are 
invalid. On the other hand, gifts requiring 
residence with the family or on the home- 
stead demonstrate the laudatory purpose of 
keeping the family together and are upheld. 
Similarly, a clause requiring the reconcilia- 
tion of estranged members has been en- 
forced, and the perpetuation of the family 
name justifies an imposition of a forfeiture 
for failure to assume it. 

“The law further recognizes a power in 
the testator to extend his parental guidance 
over his children by condition. A code of 
personal behavior requiring the abandon- 
ment of bad habits may be ordained, if some 
agent be appointed to ascertain at a proper 
time set whether the condition has been ful- 
filled. Terms outlining an educational pro- 
gram are also in conformity with the gen- 
eral parental responsibility for the upbring- 
ing of the future members of the community. 
And development of some general business 
ability or pursuit of a particular trade or 
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profession are similarly legitimate goals 
for conditional gifts. Religious conditions 
will be effective as to adults. But as to in- 
fants, the imposition of a particular faith 
by one other than a parent has been held 
invalid as an interference with parental 
control, and with the jurisdiction of the 
court over its wards; a more sensible view 
deems the infant incapable of choosing until 
majority is reached and postpones the elec- 
tion until that date. 

“Conditions of Third Party Conduct. The 
law frequently recognizes the power to 
create interests defeasible in the event of 
certain actions by third parties over whom 
the donee may have no control. This policy 
applies to wills as well as deeds. Testamen- 
tary conditions ensuring either the testator’s 
disposition or controlling the future lives 
of individuals have been upheld though the 
donee lacks control over the activities of 
those parties. However, where the effect of 
the clause would be to contradict any of 
the rules which would invalidate the simple 
condition on the beneficiary alone, similar 
illegality follows.” 
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Books and Brochures Reviewed 


Spendthrift Trusts— 


By ERWIN N. GRISWOLD, Professor of Law, 
Harvard University. Published 1936, by Matthew 
Bender & Company, Albany, New York. 629 pages. 
$8.50. 


A comprehensive discussion of cases and 
applicable statutes on restraints on allien- 
ation of equitable interests by the terms of 
the trust instrument or by statute. 

In the preface the author states in part: 

“A large proportion of all trusts today 
are spendthrift trusts. In New York, all 
life interests in trusts are spendthrift 
trusts by statute. The same is true of all 
trusts in Illinois, at least as far as the 
rights of creditors are concerned. Though 
the statutes are silent in Massachusetts and 
Pennsylvania, the same result follows from 
the almost universal custom of including 
a spendthrift clause in trust instruments in 
those states. These four states alone ac- 
count for much of the wealth of the coun- 
try. Statistics are hardly required, there- 
fore, to show the truth of the assertion 
with which this paragraph began. 

“The general prevalence of spendthrift 
trusts would not alone justify the present 
book. Spendthrift trusts are nevertheless 
trusts, and there are already many books 
about trusts. But the mass of cases and 
statutes and other material now in the 
books, and constantly appearing, is so 
enormous that no general treatment of any 
subject can hope to be complete. And mere 
general treatment is likely to give the 
reader little that he did not already have. 
Thoroughly detailed consideration of the 
authorities can be given only in a specialized 
work. Such a treatment has been attempted 
here. The wealth of material in the lower 
courts of New York and Pennsylvania has 
been brought out of hiding; and besides 
these, a careful effort has been made to 
include every matter that might have a 
bearing on any spendthrift trust problem. 
Of course it is too much to hope that some 
authorities have not been missed. If it helps 
produce material which otherwise might not 
have been found, the book will have served 
its purpose. 

“The topic of spendthrift trusts may also 
merit separate treatment because it raises 
issues of real potentiality as to our eco- 
nomic structure. There is now little disposi- 
tion to contend that all spendthrift trusts 


must be regarded as obnoxious. They serve 
a useful and legitimate purpose in many 
cases. But in their extreme forms they rep- 
resent a legal discrimination in favor of 
wealth which runs counter to many of our 
professed notions. The feudal system of the 
past was largely built on a legal system 
of restrained alienation. Though that era 
has passed by, the entrenchment of wealth 
still raises serious questions. The legislature 
of Delaware in 1933 passed statutes under 
which accumulated wealth may be passed 
on in spendthrift trusts from generation to 
generation without regard to anything so 
old fashioned as the power of alienation or 
the rule against perpetuities. The power of 
perpetuation thus given to the first families 
of that state may obviously have conse- ° 
quences far broader than her narrow 
boundaries.” 

In the opinion of this reviewer Professor 
Griswold has made available a most authori- 
tative research which will interest all those 
concerned with the administration of trusts, 
the preparation of trust agreements, or the 
attacking or defending a trust document or 
the administration thereunder. 

Elaborately indexed. 


The DuPont Dynasty— 

By JOHN K. WINKLER, author of “Morgan the 

Magnificent,” ete. Published 1935; Reynal & 

Hitchcock, New York. 333 pages: $3.00. 

In tracing the rise of the DuPont family 
to their present position of industrial as- 
cendancy, John K. Winkler has added an- 
other intensely readable and illuminating 
chapter to his saga of American fortunes. 
Much as the military and scholastic leaders 
of the past have moulded the destinies of 
peoples and nations, the industrial and finan- 
cial leaders of recent years have sketched 
the pattern of our own economic life, and in 
this narrative of the powerful clan of Du 
Pont, the author has woven together the 
far-reaching skeins of industrial control 
which have become concentrated, since 1800, 
in the hands of this surprisingly well-united 
family. 

It is the story of modern “tribal” rule, 
maintained by strong family traditions of 
unity and industry. How these objectives 
have been accomplished is shown in this 
biography of the five generations which 
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have built a dynasty of control over indus- 
tries valued today at more than five billions 
of dollars. While munitions making has been 
the hub of their interests, the facilities and 
talents produced by this family, both in the 
field of production and research have ex- 
tended into thousands of chemical, metal- 
lurgical and automotive products. The social 
as well as the industrial and financial in- 
tricacies of DuPont history are related in 
colorful detail, and woven into contempo- 
raneous events and important personages 
whose interests became affiliated with or af- 
fected by this empire-building. 

For variety there is the background of the 
French Revolution, DuPont Frere’s vision- 
ary temperament, stories of explosions at 
the first powder mills, family business corre- 
spondence and descriptions of financial by- 
plays. Typical of the fullness of this family 
portrait is the reference to the safe kept by 
Henry du Pont in his offices during the lat- 
ter half of the eighteenth century, “where 
the workmen could deposit deeds, wills or 
other valuable papers.” The story is carried 
through two centuries, ending with the 
death, in April, 1935, of Alfred I., at his 
Florida estate, and commenting on the dis- 
posal of his more than thirty million dollar 
estate and creation, by his will, of the 
Nemours Foundation, preserving the name 
of the French birthplace of Pierre Samuel, 
founder of the American DuPont Dynasty. 


Federal Reserve Board 
Functions 

Trust activities of Federal Reserve mem- 
ber banks will receive special attention as 
a major function of Federal Reserve Board 
jurisdiction, according to recent announce- 
ment of specialized alignment of Governors’ 
duties, with Ronald Ransom in charge of 
trust functions. While Chairman Eccles will 
continue to speak for the Board, M. S. 
Szymczak is in charge of public relations 
and educational work. John McKee has been 
designated to supervise examination pro- 
cedure, and Elliott Thurston, special assist- 
ant to the chairman, liaison officer with 
correspondents. 


Reserve Bank Elections 


Boston—Directors of the Federal Reserve 
Bank of Boston, with approval of the gover- 
nors of the Federal Reserve Board, have ap- 
pointed former governor Roy A. Young as 
president, and William W. Paddock, first 
vice president. 
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Chicago—Former governor George J. 
Schaller has been elected president of the 
Federal Reserve Bank of Chicago. Howard 
P. Preston, deputy governor, was chosen 
first vice president. 


Cleveland—The Federal Reserve Bank of 
Cleveland has chosen M. J. Fleming, former- 
ly governor, as president of the institution. 

Dallas—B. A. McKinney, formerly gover- 
nor of the Federal Reserve Bank of Dallas, 
has been elected president of the institution. 


Kansas City—George H. Hamilton, former 
governor, has been elected by the directors 
of the Federal Reserve Bank of Kansas 
City to serve as president of the bank. 


Minneapolis—John N. Peyton has been 
made president and chief executive officer 
of the Minneapolis Federal Reserve Bank. 
William B. Gerry, governor of the bank 
since 1927, succeeds Mr. Peyton as chair- 
man of the board and Reserve agent. 


New York—George L. Harrison, governor 
of the Federal Reserve Bank of New York, 
has been named president of the institution 
and Allan Sproul first vice president. Deputy 
governors becoming vice presidents are: W. 
Randolph Burgess, Charles H. Coe, Walter 
S. Logan, who is also general counsel, Leslie 
R. Rounds, Louis F. Failer and John H. 
Williams. 


Philadelphia—John S. Sinclair, former 
deputy governor, is the new president of the 
Federal Reserve Bank of Philadelphia. 
George W. Norris, former governor, retired 
under the old age regulation. W. H. Hutt 
becomes first vice president. 


Richmond—Hugh Leach, formerly treas- 
urer of the Reconstruction Finance Corpora- 
tion, has been named as president of the 
Federal Reserve Bank of Richmond, suc- 
ceeding George J. Seay, former governor, 
as head of the bank. 


A charter for the Nemours Foundation, 
created under the will of the late Alfred I. 
du Pont, financier, and philanthropist, was 
approved recently in the circuit court, 
Jacksonville, Fla. The foundation, a chari- 
table institution, will manage the millions 
left by Mr. du Pont to care for crippled 
children and aged people. While head- 
quarters of the foundation will be in Jack- 
sonville, it will be operated in Wilmington, 
Del., where the Nemours estate of du Pont 
is located. The Florida National Bank, Jack- 
sonville, of which Mr. du Pont was chair- 
man of the board, will serve as co-trustee of 
the foundation. 





Personnel Changes in Trust Institutions 


CALIFORNIA 
Long Beach—B. J. Young has been pro- 
moted from assistant cashier to manager 
of Bank of America’s Cherry - Anaheim 
branch. He succeeds W. J. Grotenhuis, who 
is taking leave of absence because of ill- 
health. 


Colton — Wilson T. Garrett has been 
elected president of the Citizens National 
Bank, succeeding the late Howard B. Smith. 
L. C. Newcomer was chosen vice-president 
in succession to Mr. Garrett. Other officers 
chosen were Eugene D. Wilkerson, cashier, 
and Pearl Rex, assistant cashier. 


Cucamonga—C. B. Hansen, former man- 
ager of the Cucamonga branch of Bank of 
America, has been appointed manager of 
the Ontario branch, succeeding C. A. War- 
ren, who was transferred to Santa Ana, 
where he becomes vice president and man- 
ager. 

Los Angeles—R. L. Rehorn, vice president 
of the Bank of America N. T. & S. A., has 
been placed in charge of more than 100 of 
the bank’s branches in the southern district. 
He has been promoted to fill the vacancy 
caused by the transfer of Dwight L. Clark 
to the executive vice presidency of the 
Occidental Life Insurance Company, a 
Transamerica affiliate. S. Clark Beise has 
been elected a vice president of the bank. 
He was formerly chief executive of the 
Peoples National Bank of Jackson, Michi- 
gan. 

Oakland—S. Berven has been made trust 
officer of the Central Bank of Oakland and 
D. L. Anderson has been appointed assistant 
trust officer. 


Pasadena—McClellan Reed has resigned 
as vice president of the Pasadena First 
National Bank. Mr. Reed plans to continue 
his work as lecturer, traveler and writer. 
Truman Johnson, formerly with the Pacific- 
Southwest Bank, has been named a vice 
president of the institution. 


San Diego—Three officers of the First 
National Trust & Savings Bank were pro- 
moted at the annual meeting of the bank’s 
board of directors. R. C. Easom, former as- 
sistant vice president, is now vice president; 
Frank H. Woolman, assistant cashier, now 
assistant vice president, and J. L. Hicklin, 
manager of the credit department, has been 
elected assistant cashier. 


DISTRICT OF COLUMBIA 
Washington—James B. Skinner, formerly 
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assistant cashier of the Liberty National 
Bank, has been advanced to vice president. 


FLORIDA 


Orlando—The First National Bank has 
announced that Linton E. Allen, previously 
executive vice president and cashier, has 
been elected president and cashier, succeed- 
ing E. C. Langston; H. P. Langford, who 
was formerly trust officer, has been elected 
vice president and trust officer; I. L. Cook, 
formerly assistant to the executive vice 
president, has been made assistant to the 
president; and Mrs. Rowena Morse Nelson, 
a director, appointed vice president. E. E. 
Leggett has been appointed assistant 
cashier. 


ILLINOIS 

Chicago—Clarence G. Morgan has joined 
the trust department of the American Na- 
tional Bank. Mr. Morgan was for nine years 
associated with the City Bank Farmers 
Trust Company, New York. 

Litchfield—E. B. Appleton, formerly vice 
president and trust officer of the Litchfield 
Bank and Trust Company, was recently 
elected president of the institution. He suc- 
ceeds F. R. Milnor. 

Moline— H. E. Otte, president of the 
Moline National Bank, has announced four 
changes in the bank’s personnel. B. H. Wood, 
formerly cashier, is promoted to vice presi- 
dent; Joseph DeBisschop, previously assist- 
ant trust officer, has been made trust officer; 
Carl Wind, comptroller, has been made cash- 
ier and also a director. 


IOWA 

Des Moines — L. B. Bartholomew, vice 
president and trust officer of the Bankers 
Trust Company for 15 years, has resigned 
to become counsel for the Risser Investment 
Company. F. S. Lockwood, secretary and 
assistant trust officer, succeeds Mr. Bar- 
tholomew as trust officer. Mr. Bartholomew 
was honored by officers and employees of the 
Bankers Trust at a dinner at Hotel Fort. 


KANSAS 
Manhattan—Dr. J. D. Colt has been ap- 
pointed vice president of the Union National 
Bank, to succeed the late C. D. Middleton. 


KENTUCKY 
Columbia—Henry N. Miller, vice presi- 
dent of the First National Bank & Trust 
Company, was recently elected president, 
succeeding Braxton Massie, who resigned, 
due to ill health. 
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LOUISIANA 

Franklin—Robert E. Brumby has been 
elected trust officer of the St. Mary Bank 
and Trust Company and R. B. Law has 
been made a vice president. 

New Orleans—James H. Kepper has been 
elected executive vice president of the Hi- 
bernia National Bank of New Orleans. He 
has been secretary of the board of directors 
for the past several years, and will retain 
that position. 


MARYLAND 


Baltimore—Andrew P. Spamer has re- 
signed as second vice president of the Safe 
Deposit & Trust Company. He is continuing 
as a director of the institution. 


MASSACHUSETTS 

Boston—Arthur F. Thomas, vice presi- 
dent and trust officer of the New England 
Trust Company, has resigned after having 
been associated with the institution for the 
past 33 years. C. Philip Johnson, who has 
been connected with the company since 1913 
and an assistant trust officer since 1928, was 
elected trust officer. 


MICHIGAN 


Ironwood—At the annual meeting of the 
directors of the Gogebic National Bank 


held recently, R. A. Douglas, vice president 
of the institution for the past 17 years, was 
promoted to the presidency to fill the va- 
cancy caused by the death of D. E. Suther- 
land. 


MINNESOTA 
Minneapolis—Directors of the Minnehaha 
National Bank, at their recent annual or- 
ganization meeting, promoted two officers, 
namely, A. H. Elmquist from cashier to be 
a vice president, and Arvid Lund from as- 
sistant cashier to the cashiership. 


MISSOURI 

Clayton — John H. Lilly, formerly vice 
president and cashier of the Clayton Na- 
tional Bank, has been made executive vice 
president, and Charles W. Bauer, formerly 
assistant cashier, has been advanced to 
cashier. 

East St. Louis—Paul A. Schlafly has been 
elected president of the Union Trust Com- 
pany. He was formerly chairman of the 
board and succeeds H. C. Hartkopf as presi- 
dent of the bank. 

Kansas City—Erle H. Henderson, for- 
merly assistant trust officer of the City Na- 
tional Bank & Trust Company, has recently 
been elected vice president and trust officer 
of that institution. Mr. Henderson, before 
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coming to the City National Bank & Trust 
Company, was associated with the Detroit 
Trust Company, Detroit, as vice president. 
Kenneth H. Armstrong -was appointed as- 
sistant trust 
officer. Oth- 
er changes in 
the bank were: 
Judge W. O. 
Thomas re- 
signed as trust 
officer and was 
elected a vice 
president, and 
Rhoades R. 
Boswell re- 
signed as as- 
sistant trust 
officer of the 
bank to accept 
a position with 
the First Na- 
tional Bank of 
Kansas City. 

Kansas City—Norton Thayer, formerly 
an examiner in the Kansas State Banking 
Department, has been elected an assistant 
vice president of the First National Bank. 
He will take over the duties of Guy H. 
James, assistant vice president, who has 
been seriously ill for the past several weeks. 
Mr. James is not expected to be able to carry 
on his work for some time. 

St. Louis—T. D. McDonald has been ap- 
pointed an assistant trust officer of the 
Mutual Bank & Trust Company. The board 
also created a new committee on trust es- 
tates as follows: John C. Atwood, vice-presi- 
dent, and Eugene R. McCarthy, John B. 
Meier, Fred H. Wulfing and Charles E. 
Zelle. 


ERLE H. HENDERSON 


NEW HAMPSHIRE 


Newport—George A. Dorr, formerly vice 
president of the Citizens National Bank, has 
been elected president of the institution. 
Earnest G. Miller has been chosen vice 
president. 


NEW JERSEY 


Harrison—Clarendon Campbell of East 
Orange has been elected president of the 
West Hudson County Trust Company to 
succeed the late William J. Davis. The di- 
rectors amended the by-laws and created the 
position of chairman of the board of direc- 
tors, electing Joseph A. Riordan of Harrison 
to that position. Dr. B. A. O’Connor was 
made vice president. Mr. Campbell has been 
vice president of the Savings Investment & 
Trust Co. of East Orange and manager of 
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the Arlington Avenue branch of that bank. 

Montclair—Charles E. Hayward, Jr., who 
has been with the Trust Department of the 
Chase National Bank, New York, has joined 
the Trust Department of Montclair Trust 
Company. Mr. Hayward was graduated from 
Sheffield Scientific School of Yale University 
in 1929. While at the Chase, Mr. Hayward 
was with the mortgage and administrative 
divisions of the Trust Department. 

Morristown—Election of John Y. Robbins 
of Montclair to the presidency of the Na- 
tional Iron Bank was announced recently. 
He succeeds the late Madison L. Toms, Mr. 
Robbins was formerly associated with The 
Equitable Trust Company of New York as 
vice president. He left to accept the presi- 
dency of an investment company in New 
York. During the last three years of his 
term with The Equitable Trust Company, 
Mr. Robbins was vice president in charge 
of domestic branches and supervised the 
management, location and staffing of new 
offices. Previously he had served fifteen 
years in the trust department on testamen- 
tary, voluntary and corporate trust activi- 
ties. 

Passaic—S. Eugene Lindstamer was 
elected trust officer of the Passaic National 
Bank and Trust Company, to succeed 
Walter H. Gardner, who resigned to become 
Police Court Judge and to practice law. 

Princeton—Paul S. Smith has recently 
been made trust officer of the First National 
Bank. He will be in charge of actual opera- 
tions. 

Toms River—Ralph R. Jones, 2nd, has 
been appointed vice president of the Ocean 
County Trust Company. Henry H. Cross 
is president and trust officer of the bank. 

Trenton—William C. Matlack, formerly 
assistant trust officer, has been appointed 
trust officer of The Trenton Banking Com- 
pany, to succeed Charles M. Titus, re- 
tired. Other changes in the official staff 
were: Ira Frost, previously a vice president, 
was appointed first vice president, succeed- 
ing Robert W. Howell who was elected vice 
chairman of the board; and Ralph B. Lucas, 
formerly secretary and assistant cashier, 
was promoted to cashier. 

Union City—F red A. Berenbroick has been 
elected president of the Weehawken Trust 
Company. He was formerly vice president 
and secretary. Joseph G. Schannan was 
elected chairman of the board. 


NEW YORK 
Freeport—Clark I. Scott has been named 


executive vice president of the First Na- 
tional Bank & Trust Company. 
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New York—Lindsay Bradford, formerly 
vice president and director of the City Bank 
Farmers Trust 
Company, was 
recently elect- 
ed president of 
the institution, 
succeeding 
James B. Per- 
kins in that 
position. Mr. 
Perkins, who 
was elected to 
the chairman- 
ship of the 
board, has held 
the joint posi- 
tion of chair- 
man of the 
board of the 
National City 
Bank and pres- 
ident of the City Bank Farmers Trust Com- 
pany for many years and will continue to 
direct the policies of the trust company, as 
he has in the past. Mr. Bradford, who has 
become chief executive officer has had a 
broad experience in the administration of 
estates and in the investment of trust funds 
with both the City Bank Farmers Trust 
Company and the New York Trust Com- 
pany, which institution he became associ- 
ated with in 1919 and continued with until 
his present affiliation in 1927. While senior 
investment officer of the City Bank Farm- 
ers, Mr. Bradford gained considerable rec- 
ognition in the field of trust investment. 

Mr. Bradford becomes the thirteenth 
president of the City Bank Farmers Trust 
Company, which was founded in 1822. 


New York—E. C. Gersten, president of 
the Public National Bank & Trust Com- 
pany, has announced the following promo- 
tions and appointments in the institution: 
Henry Krisch, formerly assistant vice presi- 
dent, to be vice president; John Obeda, 
formerly assistant cashier, to be assistant 
vice president; Herbert Baskin, to be an 
assistant cashier. 


New York—At a recent meeting of the 
board of directors of the Sterling National 
Bank, Robert J. Kiernan was elected a vice 
president and Solomon L. Thenen was elected 
an assistant vice president. 


New York—The Guaranty Trust Com- 
pany has announced the appointment of 
James V. Carr and Walter H. Potter as as- 
sistant treasurers. The bank also recently 
announced the appointment of B. Frank 
Patton as assistant trust officer at the main 
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office. Mr. Patton was formerly an assistant 
trust officer at the London office. 


NORTH CAROLINA 


Asheville—At the annual meeting of the 
board of directors of the First National 
Bank and Trust Company, William M. Red- 
wood was promoted from vice president and 
cashier to executive vice president, and 
Charles D. Parker from assistant cashier 
to cashier. 


OHIO 


Alliance—W. H. Purcell, formerly vice 
president of the Alliance First National 
Bank, has been elected president of the bank. 
A. L. Atkinson, who has been president, was 
chosen vice president, and will continue as 
executive officer. 


Cleveland—The Cleveland Trust Company 
has announced five promotions in its official 
staff. John R. Todd, assistant treasurer; 
Roy B. Price, manager of the rental depart- 
ment, and B. B. Smith, research and eco- 
nomics department, were named assistant 
vice presidents. S. H. Anthony and B. H. 
Brainard were appointed assistant treas- 
urers. 


Cleveland—The National City Bank has 
announced that due to increasing trust busi- 
ness it was necessary to appoint T. E. Clark 
and J. H. O’Connor trust officers. 

Springfield—R. Owen Harrison has been 
elected vice president and cashier of the 
First National Bank and Trust Company to 
succeed Vernon C. LeFevre, who resigned 
recently. 

Tiffin—Charles I. Burtner has recently 
been elected trust officer of the Commercial 
National Bank. Other promotions are: Sam- 
uel B. Sneath, 2nd, elected vice president, 
and Forrest R. Miller, elected cashier. 


Zanesville—Resignation of Park G. Ogden 
as assistant cashier and trust officer of the 
Citizens National Bank to accept a more 
lucrative position as trust officer in the Na- 
tional Exchange Bank and Trust Company 
of Steubenville has been announced here by 
H. J. Knoedler, president of the Citizens Na- 
tional Bank. 


OREGON 


Portland—Two promotions in the person- 
nel of the United States National Bank were 
announced recently. C. E. Lombard, here- 
tofore assistant manager of the Eugene 
branch of the United States National, has 
been transferred to a position in the branch 
department of the Portland head office, while 
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W. B. Gard, formerly assistant cashier of 
the Clark County National Bank at Van- 
couver, Washington, has been appointed as- 
sistant manager at the Eugene branch, 
where he replaces Mr. Lombard. 


PENNSYLVANIA 


Clarion—M. J. Baldwin, formerly a teller 
with the Citizens Trust Company, has 
recently been named an assistant trust of- 
ficer. 

Erie—The First National Bank of Erie 
has elected E. J. Mattis, former assistant 
trust officer, trust officer, and has elected 
E. F. Ahrens, assistant trust officer. 

Hanover—John F. Shultz, cashier of the 
Peoples Bank, was advanced to the presi- 
dency of the institution at the recent annual 
meeting of the directors. 

Pittsburgh—Charles E. Young, trust of- 
ficer of the Union Trust Company for many 
years, has announced his resignation, effec- 
tive March 15. He will enter the practice of 
law in Allegheny County, giving special 
attention to estate and tax problems. 

Pittsburgh—Charles F. Chubb was elected 
president of the Dollar Savings Bank, and 
assumed his new duties on March 2. Mr. 
Chubb, who is a trustee of the institution, 
succeeds the late Francis S. Guthrie. He was 
formerly associated with the Union Trust 
Co. of Pittsburgh. 

Shippensburg—William R. Johnson has 
been elected trust officer and John B. Hocker- 
smith an assistant trust officer of the First 
National Bank. 

Waynesburg—Dr. James A. Knox has 
been elected president of the First National 
Bank and Trust Company, succeeding S. M. 
Smith, Esquire, who resigned recently be- 
cause of ill health. 

York—Walter M. Senft has recently been 
made an assistant trust officer of the Indus- 
trial National Bank of West York. 


RHODE ISLAND 


Westerly—Everett Barns has been pro- 
moted to vice president of the Washington 
Trust Company and Alfred C. Baker made 
treasurer. 


TENNESSEE 


Springfield—W. Pat Bryant, formerly 
cashier of the First National Bank, has been 
elected president. He succeeds the late Sam- 
uel H. Alexander, president of the bank from 
its organization until his death February 14. 


TEXAS 


McKinney—Thomas Johnson, vice-presi- 
dent and cashier of the Collin County Na- 
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tional Bank, has been elected president, suc- 
ceeding Giles McKinney, who resigned be- 
cause of impaired health. 

San Antonio—Chester B. Kilpatrick has 
been elected vice president and a director of 
the South Texas National Bank succeeding 
the late Fritz Schilo. 


UTAH 
Salt Lake City—Willard T. Cannon has 
been made president of the Utah Savings 
& Trust Company. He is vice president and 
general manager of the Utah-Idaho Sugar 
Co. and has been a director of the bank for 
a number of years. 


VERMONT 


Montpelier—Grace W. Martin has been 
chosen assistant trust officer of the Mont- 
pelier Savings Bank & Trust Company. 


VIRGINIA 


Newport News—Samuel H. Plummer, vice 
president and cashier of the First National 
Bank, has been advanced to president; 
Homer L. Ferguson has been made chairman 
of the board of directors and H. W. Chandler 
has been made cashier. 

Winchester—G. F. Eutsler has been made 
trust officer and T. Y. Kinzel appointed 
executive officer of the Farmers & Mer- 
chants National Bank & Trust Company. 


WASHINGTON 


Seattle—Caspar W. Clarke has been made 
executive vice president of Pacific National 
Bank. 

Seattle—M. A. Arnold has been elected 
chairman of the board of The Seattle First 
National Bank, and also retains the presi- 
dency. Lawrence A. Arnold has been pro- 
moted to the post of executive vice president 
of the Seattle office. 


WEST VIRGINIA 


Charleston—Hayes Picklesimer, Cashier 
of the Kanawha Valley Bank, was promoted 
to vice president while continuing as cashier, 
at the recent annual meeting of the directors. 


CANADA 


Toronto, Ontario—Everett Bristol, K. C., 
of the legal firm of White, Ruel & Bristol, 
and president of the Maple Leaf Milling 
Company, Ltd., has been elected president of 
the Premier Trust Company. 

Toronto, Ontario—James McGrail has 
been appointed manager of the Toronto of- 
fice of the Capital Trust Corporation. He 
was formerly associated with the Capital 
Trust Company at Ottawa as manager of 
the savings and mortgage departments. 


Trust Institution Briefs 


Birmingham, Ala.—The Industrial Sav- 
ings Bank has changed its name to the Bank 
for Savings and Trusts. The change was 
executed because people confused the mean- 
ing of the word “Industrial”. 

Long Beach, Cal. — Farmers and Mer- 
chants Bank of Long Beach has purchased 
certain assets and assumed the deposit lia- 
bilities of the Citizens State Bank of Long 
Beach. The office of the latter is being 
operated as a branch of the Farmers and 
Merchants. 

San Francisco, Cal.—The First National 
Bank in Santa Anna has been authorized 
to do a trust business. 

Weaverville, Cal—L. M. Giannini, presi- 
dent of Bank of America, has announced 
the opening of a branch in Weaverville. Ray 
O. Kelly, formerly assistant manager of the 
bank’s Antioch Branch, will be manager. 

Ocala, Fla.—Edward Ball, vice president 
of Almours Securities, Inc., Jacksonville, ° 
has announced the acquisition of the control 
of the Ocala National Bank, by that corpo- 
ration and its affiliate, the Florida National 
Group, Inc. 

Greencastle, Ind.—The Greencastle Na- 
tional Bank has been granted full trust 
powers. 

Lansing, Mich.—Howard C. Lawrence, 
Republican State committee chairman, has 
been named State Banking Commissioner by 
Governor Fitzgerald. 

Island, Neb. — The Overland National 
Bank has been granted full trust powers. 

New Jersey—New Jersey State Senator 
Clifford R. Powell, of Burlington County, 
has been named by Senate President John 
C. Barbour to fill the vacancy as chairman 
of the State Banking & Insurance Commit- 
tee left by the death of the late Senator 
A. Crozer Reeves. 

Camden, N. J.—The Camden Safe Deposit 
& Trust Company has acquired the assets 
and assumed the deposit liabilities of the 
Haddonfield Trust Company, Haddonfield, 
N. J. The office of the latter is now operated 
as a branch of the Camden Safe Deposit 
& Trust Company. 

Newark, N. J..—The Clinton Trust Co. 
has announced through its chairman and 
president, Thomas L. R. Crooks, the retire- 
ment in full of the $250,000 preferred “A” 
stock which was issued to the RFC at the 
time of reorganization in May, 1934. 

Westfield, N. J.—Officers of the Peoples 
Bank and Trust Company and the National 
Bank of Westfield have announced that 
plans are under way for consolidation of 
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the banking trust and safe-deposit business 
of both institutions. As soon as legal form- 
alities are consumated the plan will become 
effective, and business thereafter will be 
transacted as the People’s Bank and Trust 
Company. 

Westwood, N. J.—The Westwood Trust 
Company of Westwood, N. J., has changed 
its title to the Westwood Trust Company. 

Carthage, N. Y.—The Carthage National 
Exchange Bank has been granted full trust 
powers. 

Cleveland, O.—The Lorain Street Bank 
has acquired the assets from and assumed 
the deposit liabilities of The Peoples Na- 
tional Bank of Lakewood, Ohio. The office 
of the latter bank is being operated as a 
branch of The Lorain Street Bank. 

Findlay, O.—The name of the First Na- 
tional Bank & Trust Company has been 
changed to the First National Bank of 
Findlay. Alteration of the bank name was 
authorized as the bank is relinquishing its 
trust powers. The bank was the 36th char- 
tered as a national bank by the Government 
in 1863. 

Shelby, O. — The Citizens Bank has 
changed its title to The Citizens Bank of 
Shelby. 

La Grande, Ore. — The First National 
Bank of La Grande has gone into voluntary 
liquidation. The First National Bank of 
Portland has absorbed the deposit liabilities. 

North Bend, Ore.—First National Bank 
of Portland opened its 27th branch bank 
today, in North Bend, where it has pur- 
chased the North Bend National Bank. 

Portland, Ore—The United States Na- 
tional Bank has offered 25,000 shares at 
$30 to its present shareholders. Basis of 
distribution will be one share of new stock 
for each eight shares of present stock held. 
This $750,000 addition to the bank’s capital 
structure will provide $500,000 for the capi- 
tal fund and $250,000 for the surplus fund, 
bringing capital to $4,500,000 and surplus 
to $2,300,000. 

Philadelphia, Pa. — William H. Loesche, 
trust officer of the Girard Trust Company, 
has been elected a director of the Lumber- 
men’s Insurance Co. and the Philadelphia 
National Insurance Co. 

Dallas, Tex.—The First National Bank 
is trustee for the $2,500,000 bond issue being 
sold by the Texas Centennial Central Expo- 
sition Corporation, to finance underlying 
costs of the State centennial fair which will 
open June 6. The Federal Government is 
contributing $1,200,000, the State of Texas 
$1,200,000, and the City of Dallas $3,500,000 


toward the exposition. The principal feature 
of this trust indenture, from the viewpoint 
of the bondholders, is the requirement that 
33 1/3% of all gate receipts is to be specif- 
ically set aside and deposited currently with 
the trustee, to guarantee the retirement of 
bonds to this extent. 


Seattle, Wash.—The merger of the Spo- 
kane & Eastern Trust Company with the 
First National has made necessary a change 
in name for the Seattle institution. Seattle- 
First National Bank is the title under which 
the bank began operations this year, the 
change being necessary because Spokane 
already has a First National Bank. The ad- 
dition of the Spokane bank with its branches, 
gives the Seattle-First National a total of 
17 banking officers, nine in Seattle and one 
each in Spokane, Cheney, Mason City, 
Mount Vernon, Olympia, Raymond, Shelton 
and Sumner. According to M. A. Arnold, 
president, the bank has total resources of 
more than $135,828,000, making it the 
largest financial institution north of San 
Francisco and west of Minneapolis. 


Seattle, Wash.—The Seattle Trust Com- 
pany has changed its title to Seattle Trust 
& Savings Bank. 

Sheboygan, Wis.—Citizens State Bank of 
Sheboygan has acquired the assets from and 
assumed the liabilities of the State Bank of 
Plymouth and the Plymouth Exchange Bank 
of Plymouth, Wisconsin. The Citizens State 
Bank of Sheboygan opened a branch at 
Plymouth on March 2, 1936. 

Toronto, Ont.—At the annual meeting of 
the Toronto General Trusts Corporation, T. 
Bradshaw, president, stated that Canadian 
trust companies were second in importance 
in economic development. He illustrated the 
point by showing the total assets of the 
Canadian banks as $2,900,000,000, the trust 
companies with assets of $2,700,000,000 and 
life insurance companies with assets of 
$1,800,000,000. 


Plans to liquidate the assets of the Amer- 
ican Bank of Toledo, Ohio (one of four lead- 
ing Toledo banks which closed their doors 
in August, 1931), and make payments total- 
ing $123,000 to depositors in March were 
approved by Judge James Martin in Com- 
mon Pleas Court, Toledo, on March 9. The 
liquidation plan was put forward by the 
American Flint Glass Workers Union, which 
organization held a controlling block of 
stock in the institution and which waived 
its claims on deposits totaling $239,000. 
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Wills Recently Probated 


Henry J. Smith 
Managing Editor, “The Chicago Daily 
News” 

Henry Justin Smith, associated with the 
“Chicago Daily News” since 1899, was one 
of the best known newspaper men in the 
Middle West. In addition to his activities in 
newspaper work he was also a writer of 
novels of renown. 

With the exception of two years, when he 
was assistant to the president of Chicago 
University, in charge of public relations, he 
served continuously with the Chicago paper. 
Since 1926 he had held the position of man- 
aging editor. 

Under the terms of his will the Continen- 
tal-Illinois National Bank and Trust Com- 
pany, Chicago, is named as executor. 


Charles A. Corliss 
Industrialist 

Charles A. Corliss, president of Lamont, 
Corliss & Co. and chairman of the board of 
the Peter Cailler Kohler Swiss Chocolates 
Company, president of Pond’s Extract 
Company, and a director of many other na- 
tionally known concerns named the Bankers 
Trust Company, New York, as co-executor 
of his will. 

Mrs. Anne Parish Corliss, widow of Mr. 
Corliss and a writer of wide fame, is to 
serve with the bank as co-executor. 


Frederick Rollins Low 
Editor, Engineer and Inventor 

Frederick Rollins Low, editor emeritus of 
the engineering magazine “Power” and past 
president of the American Society of Me- 
chanical Engineers, appointed Passaic Na- 
tional Bank and Trust Company, Passaic, 
N. J., co-executor of his will. 

Mr. Low played an important part in the 
bringing about of the enactment of safety 
laws which reduced the number of boiler 
explosions. In the early part of his career 
he made several power plant inventions and 
operated a company for their exploitation. 
He was the author of several technical en- 
gineering books. 


Rollin P. Grant 
Banker 
Rollin P. Grant, president and vice-chair- 
man of the Irving Trust Company for many 
years until his retirement from banking in 
1929, spent the major part of his life in the 
banking field, having entered the employ 
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of the old Clinton Bank, N. Y., as a mes- 
senger at the age of 18. 

After his retirement from banking in 1929 
he became associated with Tobey & Kirk, 
members of the New York Stock Exchange, 
and at the time of his death was associated 
with Pell, Peak & Co. He was a director of 
many firms. 

The Chase National Bank, New York, was 
appointed administrator of Mr. Rollin’s 
estate. 


Jay Elmer House 
Journalist 

Letters of administration were granted 
to the Girard Trust Company, Philadelphia, 
in connection with the estate of Jay Elmer 
House, one-time mayor of Topeka, Kansas, 
and a journalist known very extensively, 
particularly for his column “On Second 
Thought.” 

Mr. House once described himself as 
“printer, country editor, reporter in various 
towns and cities—I forget them all.” He 
was employed in many towns and cities but 
gained most of his fame in his recent asso- 
ciation with the “Philadelphia Inquirer.” 


A. Berkeley Carrington 
Tobacco Company President 

The First National Bank of Danville, Vir- 
ginia, was named co-executor in the will of 
the late A. Berkeley Carrington, president 
of the Dibrell Brothers Tobacco Company. 
Mr. Carrington was a prominent figure in 
the American and foreign leaf-tobacco 
trade. His company had foreign connections 
and was affiliated with fourteen companies 
in Virginia, North Carolina, South Caro- 
lina, Kentucky, Tennessee and Georgia. He 
was for several years president of the To- 
bacco Association of the United States and 
was a director of a dozen Danville industrial 
and commercial enterprises. 


Philip H. Scheider 
Business Man 

The First-Central Trust Company, Akron, 
Ohio, was designated in the will of the late 
Philip H. Scheider as executor of his will. 

Mr. Scheider was prominently identified 
with financial and real estate activities in 
Akron, developing one of the finest residen- 
tial sections in the city. During his service 
as Summit County Commissioner the city 
of Akron witnessed its greatest develop- 
ment. 
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Walter Booth Brooks 
Contractor and Railroad Executive 


Walter Booth Brooks named the Mercan- 
tile Trust Company of Baltimore co-execu- 
tor and co-trustee of his will and estate. 

Mr. Brooks was president of the Canton 
Company, the Maryland and Pennsylvania 
Railroad and of the contracting firm of 
Sanford & Brooks. He was also a director 
in various other corporations. 

Becoming interested in the Red Cross 
prior to the World War, he devoted much 
of his time to that organization, and in later 
years profited greatly by his increasing in- 
terest. It was also his intense desire to see 
Baltimore become a leading shipping port, 
and he contributed much to that end. 


Charles Millard Pratt 
Oil Magnate 


The Brooklyn Trust Company, Brook- 
lyn, is co-executor and co-trustee of the will 
of the late Charles M. Pratt. 

Mr. Pratt was head of one of the numer- 
ous oil companies which joined together 
to form the Standard Oil Company. A few 
years later he was made secretary and a 


director of the Standard Oil Company and 
was for a period of three years the first 
vice president of the Standard Oil Com- 
pany of Kentucky. He was former head of 


the Pratt Institute, Brooklyn, a former 
vice president of the Long Island Railroad 
and a director of several large concerns. 


Simon F. Rothschild 
Merchant 


Simon F. Rothschild was former presi- 
dent and chairman of the board of Abraham 
& Straus department store in Brooklyn, N. 
Y., and had been associated with that firm 
since 1893. In 1929 three large department 
stores merged with the Abraham & Straus 
Company, having purported annual sales of 
-$70,000,000, Mr. Rothschild becoming presi- 
dent of the new organization. He was for 
many years interested in philanthropy and 
was a founder of the Brooklyn Federation 
of Jewish Charities. 

In his will Mr. Rothschild established a 
trust fund for the benefit of his brother, 
naming the Central Hanover Bank & Trust 
Company, New York, as trustee. The resi- 
due of his estate is to be held in trust with 
relatives acting as trustees but he requested 
that if any or all of them did not wish to 
serve, a bank or trust company be appointed. 

One of the trustees, a nephew, was not 


of age at the time of probating the will and 
the Fiduciary Trust Company of New York 
was appointed to act as co-trustee in his 
stead. 


The Way of a Will 


The will of a Lexington farmer recently 
filed for probate in Cambridge, Mass., 
bequeathed to Great Britain a part of the 
Lexington battle ground where American 
Colonists clashed with the British Redcoats 
in 1775. Register of Probate Loring P. 
Jordan said the bequest to Great Britain 
was an “ineffective gift,’ because no indi- 
vidual could leave a part of one country to 
another country. 


The late Vice President of the United 
States Charles Curtis left an estate valued 
at $187,000. 


Rubin Goldmark, New York composer and 
president of the Bohemians left an estate of 
$175,000, but no will. 


In Memoriam 

Sealy Hutchings, chairman of the board 
of the Hutchings-Sealy National Bank of 
Galveston, died on January 24, 1936, after 
a banking career beginning in 1887. 

Bethune Wellington Jones, vice president 
of the Bankers Trust Company of New York 
since 1918, died of a heart attack on Feb- 
ruary 21, 1936. 

George P. Nelson, trust officer of the Cen- 
tral Hanover Bank and Trust Company, 
New York, died February 1, 1936, of 
pneumonia. Mr. Nelson was forty-one years 
old. 

Edwin Augustus Potter, retired president 
of the American Trust and Savings Bank of 
Chicago,’ died January 15, 1936. 

Thomas H. West, Jr., president of the 
Rhode Island Hospital National Bank of 
Providence, R. I., died at the age of sixty- 
one on January 17, 1936. Mr. West had been 
president of the bank since 1919. 

Worrall Wilson, chairman of the board of 
the Seattle Trust & Savings Bank, Seattle, 
died on February 23, 1936, at the age of 
sixty-one. 

Daniel G. Wing, chairman of the board 
of the First National Bank, Boston, died 
January 27, 1936. Mr. Wing was one of 
Boston’s leading bankers, having served as 
president of the First National Bank for 
twenty-three years. 





Positive and Negative Press Relations 


Essentials of Newspaper Contacts of Trust Departments 


ODELL HAUSER 
Publicity Consultant, Philadelphia, Pa. 


(Editor’s Note: With experience of both newspaper and trust institution 
work, Mr. Hauser makes a most timely and practical contribution to the 
problem of Public Relations, in which the “news of the day” plays an 
integral part. With no sympathy for the sensational or “stunt” type of 
publicity, he calls attention to the importance of expert handling of 
press contacts. Specific problems will be discussed in a future “public 
relations clinic” article, and comment on experiences of trust publicity 
officials, preferably with their own solutions, is invited.) 


ERHAPS the point of most incisive 

approach to this matter of trust com- 
panies and their newspaper relations lies 
in stressing one fact. That fact is that 
although the trust companies may have 
well-developed reticences, the newspapers 
have very few. 

Newspapers never hesitate about ask- 
ing questions. Nor do they exempt any- 
one from their amiable attentions. At 
any moment a reporter may enter your 
front door on inquiry bent. At that pre- 
cise moment, whether you like it or not, 
newspaper relations have been thrust 
upon you. 

There is probably no trust company 
of any appreciable importance to which 
this does not happen with more or less 
frequency. If there is one, perhaps its 
officers should at once begin to worry 
about its rank among the vital factors 
of the business community. 

So, though it takes two to make a 
quarrel, it takes only one to make news- 
paper relations—the inquiring reporter. 
Let us take this reporter, who may ar- 
rive at any moment, as a symbol. He rep- 
resents the fact that newspaper relations 
must be considered an unescapable ele- 
ment in doing business day by day as a 
trust company. 


When Silence Is Not Golden 


Of course not all trust company officers 
and directors are prepared to accept that 
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view. There are many—and one wonders 
how close they come to constituting a — 
majority—who believe that newspaper 
relations are something they can take or 
leave. 

Those who hold this opinion are gov- 
erned by a viewpoint it is easy to un- 
derstand and sympathize with. It springs 
from the fact that the fiduciary relation 
is a very confidential one, a fact which 
intensifies the instinct to value silence as 
golden. So these men say in effect: if my 
institution, my conscience, my client, 
and the bank examiners are satisfied, 
whose else business is it what goes on 
here? 

To the trust company officer holding 
such a viewpoint, newspaper relations 
would obviously represent nothing better 
than an annoyance. To him it becomes 
logical to deny their existence. If it 
comes to the point where their existence 
can no longer be denied, as witness our 
inquiring reporter, then it becomes logi- 
cal to deny their legitimacy. 

Such a viewpoint is entitled to respect, 
especially since it may originate in the 
most high-minded conception of duty. 
Respectfully, therefore, will those of us 
who differ with it express our difference. 
It seems to us in conflict with that well- 
established axiom of mathematics which 
asserts that a part cannot be greater 
than the whole. It seems to be favoring 
a phrase at the expense of the sentence. 
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It seems, if you will, magnificent—but 
perhaps not full-visioned. 

Since that characterization may seem 
less than completely urbane, the writer 
feels that at this point he should allude 
to the dilemma forced upon those who 
would address trust company men collec- 
tively on the subject of newspaper rela- 
tions. The dilemma is that sooner or 
later we must be either bores or scolds. 

You see, a part of the trust fraternity 
is already fully persuaded on this ques- 
tion. Having given thought to the mat- 
ter, these men have already learned more 
about it than any of us will ever know. 
Therefore, to them we can be nothing 
but bores. 

On the other hand, the unpersuaded 
part is apt to recognize and resent the 
flavor of admonition inevitably present 
in the remarks of those of us who know 
newspapers and have had contact with 
trust companies. They are prone to say 
that we belong neither to the newspapers 
nor to the trust companies and so derive 
authority from neither. There is some- 
thing in that. Wherefore to them, unless 
they are very charitable by nature, we 
become merely an aggravation. 

It is all very sad and shows that our 
lot is not a happy one. However, we are 
a hardy race and do not mind it very 
much. We go right on, holding forth to 
whomsoever will listen to us. In our lucid 
moments, when the weird zeal of the mis- 
sionary loosens its grip on us a little, 
we may sometimes wonder whether we 
are getting anywhere. But there is this 
to say. This question of the newspaper 
relations of trust companies and banks— 
as well as their public relations gener- 
ally—seems to be a question about which, 
if you are going to hold any opinions at 
all, you might as well hold positive opin- 
ions—and not be particularly mealy- 
mouthed in expressing them. 

It is probably the lesser of the two 
evils to be considered a scold, on which 
presumption the present writer will pro- 
ceed. That means he must perforce ad- 
dress himself to the unpersuaded on the 
subject of newspaper relations. It is logi- 
cal enough to do that, because an article 
of this general nature would be of lim- 
ited use fo the persuaded brethren. Their 


TRUST COMPANIES 


meat would be something different: an 
experience meeting, a citation of specific 
happenings, a clinic—always bearing on 
the question, how did you handle that 
one? 


Reducing the Problem to Elementals 


So, for the benefit of the unpersuaded, 
let us go back to that one inquiring re- 
porter who stands for our symbol of 
forced newspaper contacts. Or better, in- 
stead of going back to him, let us go 
back beyond him. Let us go back to a 
condition where newspaper relations 
mean an even simpler thing than he does. 
Let us go back to the smallest town we 
can imagine that is still large enough to 
support a banking institution which does 
some trust business—presumably not a 
very large amount of it. 

You get the picture immediately. The 
president of the bank and its handful 
of employees have been raised’ from 
childhood with most of the adult popula- 
tion of the town. Neither element has 
many secrets of character or habits from 
the other. 

To that town President John Jones is 
the bank. Its people know and all their 
lives have known John Jones to be a 
square-shooter, honest, just and kindly. 
Therefore the bank takes on his charac- 
teristics. You could not shake their con- 
fidence in it. 

There is a newspaper in the town. Un- 
doubtedly its editor and the bank presi- 
dent call each other by their first names. 
Probably they go fishing together. When- 
ever the editor prints anything about the 
bank it is governed by the confidence the 
editor has in John Jones. 

In other words, that bank’s newspaper 
relations, as also its public relations gen- 
erally, present no problem. Or rather, to 
put it in a better way, the problem is 
solved by the one perfect solution: direct 
and sympathetic contact between a well- 
run institution and the complete field of 
its possible clientele. 


The Press as Liaison Between the City Bank 
and Its Clientele 


Located in a larger place, our problem 
is not so simple. And the larger our city, 
the larger our problem of public and 
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newspaper relations. But wherever lo- 
cated, here is the essence of our problem: 
to reproduce by artificial means that 
which natural means produce for John 
Jones. We are as honest, just and kindly 
as he is. Our institution is as well run as 
his. The only difference is that our public 
at large—the complete field of our pos- 
sible clientele—does not know those 
things of its own knowledge. 

When we reach out and try to tell our 
general public about those virtues of 
ours in which we take a proper pride, 
the means by which we seek to do it con- 
stitute those things which we conven- 
iently lump together under the head of 
public relations work. They are founded 
on the well-established principle that you 
cannot do business profitably over the 
long run without the good will of your 
customers, together with the significant 
converse that as you increase general 
good will, you increase your field of pos- 
sible customers. 

Newspaper relations form so important 
a part of public relations that for the 
purposes of a general argument like this 
the terms can almost be used inter- 
changeably. It must always be under- 
stood that both work together as part 
of each other to secure general public 
good will. : 

It is fundamental not to overlook the 
fact that a very important part of a trust 
company’s good will is secured by its offi- 
cers and directors without the interposi- 
tion of what might technically be called 
public relations work. It is the officers 
and directors who establish the institu- 
tion’s standing and prestige in the finan- 
cial community. They are also an impor- 
tant factor in creating contacts among 
individual business interests. 


Limitations of Official Prestige 


That is pointed out in spite of its trite- 
ness because it helps to define the scope 
of public relations work. It defines the 
point beyond which many trust compan- 
ies see little profit in systematic attempts 
to extend the institution’s influence. 
Such companies believe the bulk of their 
business will come through the above- 
mentioned sources. They devote most of 
their effort to “inside” work in creating 
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contacts and relations among influential 
firms and families of their city. 

Such a policy is generally found linked 
with the viewpoint described at the out- 
set of this article, the viewpoint which 
stresses the confidential attitude and 
looks upon newspaper relations and pub- 
lic relations work generally as an ex- 
crescence. 

As to all that, nothing more need be 
said except perhaps to point out that this 
policy has one danger spot. It makes no 
provision for our friend the inquiring 
reporter and minimizes the forced news- 
paper contacts of which he is the symbol. 
If newspapers come to a trust company 
with legitimate inquiries and these in- 
quiries are unsympathetically handled, or 
ineptly handled, bad newspapers relations 
are created. 

The trust company may feel indifferent 
to that. Again at the risk of seeming less 
than urbane, one might say that prece- 
dents, justify defining that attitude as 
the valor of ignorance. And at very best, 
the institution seems to stand convicted 
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of handling something we have seen it 
must be prepared to handle, with less 
than that considered efficiency we all like 
to think distinguishes the conduct of 
trust company business. 

In this instance, considered efficiency 
would be represented by handling these 
contacts so that they result in intelligent 
service to the newspaper and advantage 
to the trust company. Such handling is 
part of the function of the man trained 
in public relations work. It is a most 
important part, as already stated, be- 
cause newspapers are in the long run the 
most important factor in forming public 
opinion—let radio broadcasters and 
movie producers say what they will. 

So fundamental is this consideration 
that, with few exceptions, public rela- 
tions men are graduates from the news- 
paper world. The effective practitioner 
must know of experienced knowledge 
what the relation of any newspaper is to 
the institution he serves, and what the 
relation of his institution is to the news 
of the day, always remembering that it 
will be different on different days. He 
must be able to talk the language of 
newspaper men and think their thoughts. 
So constituted, he will know exactly what 
they want and do not want when they 
come with a question to be answered. 
He will know whether he can answer it 
to their satisfaction, or whether they 
must be taken to someone else within the 
company. 

And if the question is not to be an- 
swered, he will know how to tell them 
fully and frankly why not, without pro- 
ducing that dangerous impression that 
the institution is afraid to tell the truth. 
That impression has been produced, with 
consequent harm, time and time again 
when it has not been the fact. The fault 
has been the trust company’s, not the 
newspapers’. The harm has been done be- 
cause an institution which employs all 
kinds of expert help from lawyers and 
physicians to house-painters and plumb- 
ers, has been content to put forward a 
tyro when it came to dealing with that 
sensitive and fragile entity, its reputa- 
tion before the public. 

So the present writer yearns to believe 
he may have planted a seed of doubt in 
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the minds of those who believe they may 
safely ignore the question of newspaper 
relations. Many of them have been pro- 
tected in that belief by zealous doormen, 
assiduous secretaries, or self-confident 
junior officers, any of whom may have 
triumphantly turned away from the por- 
tals some inquiring reporter. Was that 
really a triumph? Is there not a tangible 
defensive value at least in handling these 
forced newspaper contacts as sensibly 
and as expertly as you handle the other 
functions of your business? 


Importance of Qualified Public Relations 
Counsel 


This so-called “defensive” aspect is, 
however, only the primary school of the 
subject. The trust companies that have 
learned their lesson have carried it much 
further. Having presumably experienced 
some of these forced contacts and pon- 
dered them, they have said in effect: 
“Well, that worked pretty well. So now 
let’s take the next logical step. Let’s in- 
vite this reporter back when we think we 
have something worth his printing and 
see if we cannot start a chain of positive 
results.” 

The outcome of this is to recognize 
within the trust company a definite func- 
tion of public relations in charge of a 
qualified person. Some institutions have 
gone far in this direction. As a matter 
of historical record it should be noted 
that in the early days when industry was 
discovering the value of systematic pub- 
lic relations work—in the subsequent ap- 
plication of which discovery industry 
has, generally speaking, left trust com- 
panies and banks far behind—one of the 
men who earned a position of conspicu- 
ous leadership in the field of public rela- 
tions will be easily identified by many as 
a vice-president of a New York trust 
company. It is also to be noted for the 
record that the American Bankers Asso- 
ciation maintains a public relations de- 
partment in charge of one of the ablest 
men in the calling. 

It is important to stress the fact that 
the public relations man has his own 
function and no other, and that he is, or 
should be, a specialist in it. He would not 
know how to set up a trust or analyze 
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and administer an estate. Why should 
he? As a matter of fact it is logical to 
say that he should not be allowed to 
learn more than “just enough” about 
trust company administration. For those 
who really understand his function know 
that one of his important values is to 
bring the outsider’s, rather than the 
trained trust company man’s, viewpoint 
into the councils of the institution which 
employs him. 

He knows, and should, broadly speak- 
ing, know one thing only: how the public 
generally and the newspapers particu- 
larly will react to any given set of cir- 
cumstances, together with the technique 
such knowledge implies of developing 
sets of circumstances to which the gen- 
eral public and the newspapers will re- 
act in a manner calculated to build up a 
favorable conception of his company. 

He also has a reverse function, to be 
applied within the councils of the insti- 
tution. For instance, there may be oc- 
casions on which he will earn a year’s 
salary in one day by demonstrating that 
the manner in which some particular 
problem is proposed to be handled would 
offend this or that prejudice of the pub- 
lic outside the field of banking and 
finance. 


Availability of Advance Information 


To function effectively he must earn 
and must be accorded the complete con- 
fidence of the officers of his institution, 
which implies that he must be something 
of a diplomat. Full information of cur- 
rent purposes must be at his disposal. A 
utility company which is one of the 
largest concerns in the world has, or had 
when this writer was in contact with the 
situation, a rule that an extra carbon of 
all orders, not only general but depart- 
mental, must be made for the informa- 
tion of the head of the public relations 
department. The president of one of our 
largest publishing concerns, who evi- 
dently knew his stuff, told the writer he 
set up his public relations head in his 
own office with no power except the power 
to ask any questions he wanted of any 
person in the place from president to 
janitors and get an immediate and com- 
plete answer. 


Capable, consci- 
entious service 
on trust matters 
involving Okla- 
homa estates. 
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The availability of complete informa- 


tion in advance is of fundamental im- 
portance to the public relations man in 
handling newspaper contacts. That is so 
because experience shows that trust com- 
pany officers, in common with business 
executives, naturally have only vague con- 
ceptions of what is news and what is not. 
With the best intentions of helping him, 
they frequently have no idea of how to 
do so. Therefore he must be put in touch 
with everything that is going on in order 
that he may himself choose and develop 
the things that he can use, and discard 
the rest, subject, of course, to review by 
responsible authority. What puts grey 
hairs in a public relations man’s head is 
to discover that something has been ir- 
revocably done that represents either a 
foozled opportunity that he could have 
made much of or else a mistake that can 
only be corrected, if at all, at the ex- 
pense of time and effort that could more 
profitably have been devoted to positive 
accomplishment. 


An Ethical and Dignified Service 


In conclusion may the writer make one 
point of general orientation of the sub- 
ject? Many trust company officers and 
directors believe there may be something 
“undignified” about systematic public re- 
lations work. Or they feel vaguely that 
“sensational” methods are involved to 
which they will not give countenance. 

If the writer has succeeded at all in 
making himself clear he has already cov- 
ered these points by imputation at least. 
But let it be said specifically that “sensa- 
tional” imputations have no place in any 
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SOUTHERN CALIFORNIANS 
prefer 
SECURITY-FIRST NATIONAL 
TRUST SERVICE 


ECENTLY published figures 

show that ey 
30% of all the court trusts a 
ministered by all corporate fidu- 
ciaries in California are entrusted 
with this Bank. 


In Southern California, which 
is the territory served by this 
Bank, it is estimated that 45.4% 
of all the court trusts handled in 
in this area by corporate fiduci- 
aries are with the Security-First 
National Bank. 


Eastern trust companies needing 
cooperation in ancillary proceed- 
ings may get for their customers 
the same quality completeness 
of service which makes this the 
trust service so strongly favored 
locally. 


SECURITY-FirST NATIONAL BANK 
OF LOS ANGELES 


Resources Over $500,000,000 





well-ordered scheme of public relations 
work. Thoughtful men in this field long 
ago outgrew any tolerance for all that is 
implied in “stunt” methods of press 
agentry. The present-day practitioner of 
public relations considers himself a sober, 
analytical and hard-working business 
man rendering a useful service. That at- 
titude is reflected in his work, in the 
things he does and the things he would 
not think of doing. There are those 
among us whose dignity could only be de- 
scribed as colossal. 

If public relations work can be, and is, 
conducted on a basis to which the undig- 
nified and the sensational would be ab- 
horrent, why should any trust company 
consider it out of keeping with its char- 
acter? Even the most conservative insti- 
tution likes to have it said that its offi- 
cers and directors are men of prestige 
and importance in the community. That 
way lies increased confidence and in- 
creased business. If this process can be 
carried into ever-widening fields, pro- 
vided everything be done decently and in 
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order, what objection can be validly 
found on grounds either of ethics, taste, 
or business prudence? 





During the year, there has been a marked 
increase in the number and volume of new 
trusts, and in appointments under wills. The 
fiduciary business comes mainly from New 
York City, but an important part of it 
comes from elsewhere. At the close of the 
year, current statements were mailed to 
clients and beneficiaries residing in 30 
States and 12 foreign countries. 

The continued growth in fiduciary busi- 
ness has involved a corresponding growth 
from year to year in the trust company’s 
staff. It is a competent and well-integrated 
organization, dealing with the various as- 
pects of personal fiduciary business. Less 
than 10% of the staff are required for our 
restricted banking business. The remaining 
90% are engaged in fiduciary work; admin- 
istering trusts and estates; caring for the 
securities in trust and other accounts; buying 
or selling securities for these accounts; do- 
ing tax work; accounting, and investing the 
trust, management and other funds. 


From Annual Report of Fiduciary Trust Company, 
New York, N. Y. 


Estates and Trusts: There has been an 
increase in the net amount under adminis- 
tration, with increased earnings over the 
previous year. This Department is self-con- 
tained and is well equipped with experi- 
enced personnel to give its clients the serv- 
ices for which this Company was primarily 
organized. 


From annual report of The Northern Trusts 
Company, Winnipeg, Canada. 


Chicago Banking Conference 


Important banking problems will be sub- 
jected to intensive study in special group 
meetings at the regional Midwest Confer- 
ence on Banking Service, to be held in Chi- 
cago April 2 and 3 under the auspices of 
the American Bankers Association. Among 
the addresses scheduled is one by Robertson 
Griswold, vice-president of Maryland Trust 
Company, Baltimore, on the subject “The 
Bank’s Responsibility for Its Trust De- 
partment.” 

In addition to three general sessions for 
discussing the broader public problem of 
banking, there will be six forum meetings 
for carrying on the intensive studies of the 
conference relating to managerial and oper- 
ating subjects. 
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CONTINENTAL ILLINOIS 
NATIONAL BANK AND 
TRUST COMPANY 


OF CHICAGO 


Statement of Condition, March 4, 1936 


RESOURCES 


Cash and Due from Banks . ‘ $269,171,040.77 
United States Government Obligations, 

Direct and Fully Guaranteed : 591,595,763.07 
Other Bonds and Securities ‘ ‘ 49,969,301.51 
Loans,and Discounts ‘i . 186,030,976.81 
Stock in Federal Reserve Bank . ‘ 2,625,000.00 
Customers’ Liability on Acceptances 894,542.14 
| Other Banks’ Liability on Bills Purchased 6,819.32 

Income Accrued but Not Collected . 4,827,725.95 
Banking House ‘ : 13,750,000.00 
Real Estate Owned other than Reaking 

House . ; 2 ‘ . . 4,851,516.32 


$1,123,722,685.89 


; LIABILITIES 
Deposits. . . . ~. =>  « $1,007,016,827.81 


Acceptances . 895,539.89 
Other Banks’ Bills ——— wid Sold 6,819.32 
Reserve forTaxes,Interestand Expenses 6,115,105.95 
Dividend Declared on Common Stock, 

Payable August 1,1936 . . . 750,000.00 
Income Collected but Not Earned : 479,695.22 
Capital Account: 

Preferred Stock . $50,000,000.00 

Common Stock . . 25,000,000.00 

Surplus . . .  12,500,000.00 

Undivided Profits . 4,681,743.50 

Reserve for 

Contingencies . 16,276,954.20 108,458,697.70 


$1,123,722,685.89 


\ Member Federal Deposit Insurance Corporation ) 
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Directory of 


LEGAL CONTRIBUTING EDITORS 


The following attorneys, recognized authorities on fiduciary law, are collab- 
orating with TRUST Companies Magazine to provide succinct digests of the most 
pertinent current decisions affecting fiduciaries. The case reports published in 
the succeeding section are selected and briefed at the discretion of the attorneys 
reporting from their respective States: 


CALIFORNIA: Walter L. Nossaman—Trust Counsel, Security-First National Bank of 
Los Angeles 


COLORADO: Montgomery Dorsey—Hughes & Dorsey, Denver 


GEORGIA: Pope F. Brock—Spaulding, Sibley, Troutman & Brock, Atlanta; Counsel for 
Trust Company of Georgia 


ILLINOIS: R. J. Frankenstein, Jr.—Chapman and Cutler, Chicago; Counsel, Harris Trust 
& Savings Bank 


INDIANA: Leo M. Gardner and William H. Krieg—Jones, Hammond, Buschmann & 
Gardner, Indianapolis; Counsel for Indiana State Bankers Association 


MARYLAND: John C. Cooper, Jr.—Venable, Baetjer & Howard, Baltimore. 


MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn; Reporter and Lecturer for 
Corporate Fiduciaries Assn. of Boston. 


MICHIGAN: George B. Shaeffer—Shaeffer and Dahling, Detroit; Counsel for Union 
Guardian Trust Company 


MINNESOTA: James E. Dorsey—Junell, Driscoll, Fletcher, Dorsey & Barker, Minne- 
apolis; Counsel for First National Bank & Trust Company, Minneapolis 


MISSOURI: Edgar H. McCulloch—Thompson, Mitchell, Thompson & Young, St. Louis 


NEW JERSEY: J. Fisher Anderson—Counsellor-at-law, Jersey City, Counsel, New 
Jersey Bankers Association 


NEW YORK: David Kelly—Mitchell, Taylor, Capron & Marsh, New York; Counsel for 
City Bank Farmers Trust Company. 


NORTH CAROLINA: Irving Carlyle—Manly, Hendren & Womble, Winston-Salem 
OHIO: Raymond T. Sawyer—Counsel, The Cleveland Trust Company, Cleveland 
OREGON: Earl S. Nelson—Griffith, Peck & Coke, Portland 

PENNSYLVANIA: R. M. Remick—Saul, Ewing, Remick & Saul, Philadelphia 
TEXAS: Robert Ring—Counsel, Houston Land & Trust Company, Houston 


WASHINGTON: Charles T. Donworth—Donworth & Donworth, Seattle; of Counsel for 
Seattle Trust & Savings Bank. 


WISCONSIN: Ralph M. Hoyt—Bottum, Hudnall, Lecher, Michael & Whyte, Milwaukee 





Court Decisions 


Claims—Life Insurance Case. 
Colorado—Supreme Court 
Capitol Life Insurance Co. v. Di Iullo, Reported 
in.53 Pac. (2d) 1183, Colo.——. 


In this case suit was brought against 
the life insurance company to recover 
$5,000, in addition to the amount payable 
under the straight life insurance clauses, 
which additional amount was to be paid 
“in event that the death of the insured 
hereunder results directly and independ- 
ently of all other causes from bodily injury 
effected solely through external violent and 
accidental causes.” The policy further pro- 
vided that the double indemnity benefit 
“will not apply if the insured’s death re- 
sulted from self-destruction, whether sane 
or insane.” 

The plaintiff contended that in spite of 
the policy provisions, and under the un- 
disputed facts that the insured committed 
suicide while sane, a recovery should be 
allowed because of Section 2352 of the Com- 
piled Laws of 1921, which reads as follows: 

“From and after the passage of this 

Act, the suicide of a policyholder after 

the first policy year of any life insurance 

company doing business in this state shall 
not be a defense against the payment of 

a life insurance policy, whether said sui- 

cide was voluntary or involuntary, and 

whether said policy holder was sane or 
insane.” 

The Supreme Court, in reversing the trial 
court, held that no recovery should be al- 
lowed on the double indemnity clause, stat- 
ing: “In such case the statutory provision 
quoted above does not apply. There is no 
liability on the part of the insurer, not 
because the insured committed suicide but 
because there was no accident, and, as we 
have seen, the double indemnity clause pro- 
vides for payment only in case of death by 
accident. It does not cover non-accidental 
death. It may just as reasonably be held 
that on a straight life insurance policy pro- 
viding for the payment of money on the 
death of the insured, the insurer is liable 
where there has been no death, as to hold 
that on a policy providing that money shall 
be paid in case of death by accident, the 
insurer is liable where there has been no 
accident. * * * Suicide by the insured, while 
sane, is not an accident.” 

This is the first direct ruling on this 
question in Colorado, although we have 
often considered the matter in various fidu- 
ciary relationships. 


Commingled Trust Funds — Tracing 
Trust Funds Commingled With 
General Funds Prior to Insolvency. 


Michigan—Supreme Court 


Intercollegiate Alumni Club v. Union Guardian 
Trust Company, 272 Mich. 466. 


In this recent case the Supreme Court of 
Michigan affirmed its former ruling to the 
effect that where funds are deposited with 
an insolvent, as trust funds, either actual or 
constructive, which trust funds cannot be 
traced into any tangible assets unless by 
legal construction, and where the cash on 
hand at the time of closing is less than the 
total amount of similar preferred claims, such 
claimants do not share pro rata in the cash 
on hand before general claims, but, on the 
other hand, lose their identity and become 
general claims. 


The principle affirmed in this case was 
first emphasized in the case of Reichert v. 
Fidelity Bank and Trust Company, 261 
Mich. 107, in the following language: 


“‘A claim asserted on the theory that funds were 
placed in the hands of the insolvent in trust, 
either actual or constructive, cannot be success- 
fully maintained as a preferred claim unless (1) 
such deposit or the proceeds of the insolvent there- 
of can be traced and identified in the hands of the 
insolvent; or unless (2) from and after the com- 
mingling of such funds with the general cash of 
the insolvent the amount of cash on hand until 
cessation of business continued to be equal to or 
in excess of the aggregate of the untraceable trust 
claims asserted. American Employers Ins. Co. 
v. Maynard, 247 Mich. 638; Reichert v. United 
Savings Bank, 255 Mich. 685. The assumption em- 
bodied in the question excludes compliance with 
the first condition and the facts disclosed by the 
record are conclusive of non-compliance with the 
second.”’ 


The principle was later affirmed in 
Reichert v. Lochmoor State Bank, 272 
Mich. 433, in the following language: 


“However, if the deposit of Lake township be 
held a like trust, the total trust deposits exceeded 
the cash and none of the municipalities may claim 
a preference.” 


In the Intercollegiate Alumni Club case 
the plaintiffs sought relief or preference 
upon the theory of “tracing” and attacked 
the previous ruling as outlined in Reichert 
v. Fidelity Bank and Trust Company, with 
the following results: 


“*The term “preference” or “preferred claim” al- 
though frequently used, is, as heretofore suggested, 
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a misnomer. The real foundation of this proceed- 
ing is that Mrs. Huhn is asking a recovery of her 
own property.’ Andrew v. People’s Savings Bank 
of Nevada, 209 Iowa, 1147 (229 U. W. 907.) 


“The proper theory of recovery in cases similar 
to the instant one was well stated in Leach v. 
Iowa State Savings Bank, 204 Iowa, 497, 506 (212 
N. W. 748, 215 N. W. 728): 


** ‘So-called claims of preference of the charac- 
ter of those involved in this case may not be al- 
lowed merely as for a liability or debt of the in- 
solvent’s. A liability for trust property mis- 
appropriated or lost is not entitled to a prefer- 
ence. The right to preference consists in the right 
of property in assets in the possession of the re- 
ceiver, but equitably belonging to claimant, and 
not belonging to the bank. The claimant is in the 
attitude of pursuing his own property. He may 
pursue it into different forms of property, if it is 
shown that it had been converted into such. But 
his right ultimately is to recover his own property, 
not to recover a debt or liability for his property.’ 


“In Reichert v. United Savings Bank, 255 
Mich. 685 (82 A. L. R. 33), we said: 


“*As above noted, the deposit of each of the 
five intervening school districts constitutes a trust 
fund in the hands of the insolvent bank. But the 
school districts are not entitled to preference over 
other depositors unless their respective trust funds 
ean be traced and identified as part of the assets 
now in the hands of the receiver of the insolvent 
bank. The right to a preference on the theory of 
a trust fund necessitates satisfactory proof of 
both (1) the existence of the trust relation and 
(2) identity of the trust fund itself or the specific 
property in which it has been invested.’ 


“*The cestui or successor trustee who is seeking 
to follow trust funds should convince the court 
that the bonds, bank account, stock, realty, or 
other property, which the complainant desires to 
take from the’ hands of a defaulting trustee or 
another not a bona fide purchaser, either is part 
or all of the original trust property, or is property 
which has been produced by the original trust res 
through the sale, barter, reinvestment, or some 
other process.’ 4 Bogert, Law of Trusts and Trus- 
tees, p. 2653. 


“Michigan has chosen this interpretation of the 
theory of tracing and has definitely declared its 
stand in Board of Fire & Water Com’rs of Mar- 
quette v. Wilinson, 119 Mich. 655, 662 (44 L. R. 
A. 498): 


““*The theory upon which property is taken from 
a receiver and paid to a beneficiary, is that the 
court is able to find in the hands of the receiver 
property, or its proceeds, which was held by the 
insolvent, not in his own right, but charged with 
a trust. In such a case a court of equity will hold 
that it is not subject to the claims of other credit- 
ors. But when the fund received in trust has been 
dissipated, so that it cannot be traced into some 
other specific property or fund, the only remedy of 
the beneficiary is to share equally with other 
creditors.’ 


“See, also, 4 Bogert, Law of Trusts and Trus- 
tees, p. 2653; annotation in 82 A. L. R. 52; 30 
Michigan Law Revew, 441; 13 Minnesota Law 
Review, 39.” 
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Composite Trust—Mortgage Partici- 
pations are Proper Investments for 
Trustees. 


Massachusetts—Supreme Judicial Court 


Springfield Safe Deposit & Trust Co. v. First 
Unitarian Society, 1936 A. S. 581. Decided Feb- 
ruary 27, 1936. . 


In 1925 the trustee took a $65,000 mort- 
gage which is divided among its different 
trusts in the form of participations. The 
mortgage was taken in the name of the 
Bank, without any designation as Trustee. 
Certificates describing the mortgage and the 
amount of the particular participation were 
filed with the papers in each trust. All the 
participations were held by the different 
trusts, none by the Bank in its commercial 
capacity. The mortgage was a sound mort- 
gage when taken but subsequent conditions 
forced a foreclosure sale at a loss and a 
new mortgage, whereby the participations 
shrank about 25% in value. The question 
was as to the propriety of participations as 
investments. The Court held that if the 
original mortgage investment was sound, 
there was nothing improper about the par- 
ticipation feature. The custom was very 
widespread and had the approval of respon- 
sible officers of trust companies covering 
considerable time and a large area of the 
country. (Note: the evidence showed that 
over thirty millions of dollars were so held 
by Massachusetts Trust Companies.) Ac- 
cordingly the investment came within the 
Massachusetts rule as resting on good faith, 
sound discretion, and conformity to custom. 


The fact that the mortgage was taken in 
the name of the Bank without the designa- 
tion as Trustee was not material, since in 
no event could the general creditors of the 
Bank reach it; but individual trustees should 
never make investments in their individual 
names without indicating their fiduciary 
capacity. 

Ordinarily a trustee holding two or more 
trust funds should keep them separate and 
not invest them together, but participating 
mortgages do not violate this principle, and 
the fact that the certificates could be trans- 
ferred from one trust to another is not 
objectionable. 


The objection that the participations were 
not readily saleable applies equally to an 
ordinary mortgage. 

The Court further said that the propriety 
of an investment must be determined with 
reference to the conditions existing when 
it was made, and not in the light of subse- 
quent and unforeseen events. Also that no 
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hard and fast rule can be formulated to 
determine with exactness the amount of a 
loan on real estate permissible with trust 
funds. The fair value of real estate is in 
the last analysis a matter of opinion. 


Conflict of Laws — Trusts — Validity 
of Provision That the Law of Set- 
tlor’s Domicile Shall Govern. 


New York—Supreme Court, Appellate Division 
Shannon v. Irving Trust Company 
New York Law Journal, February 28, 1936. 


The settlor, a resident of New Jersey, 
created a trust in New York by agreement 
with the defendant. The property was de- 
livered to the trustee in New York and the 
trust has since been administered there. The 
agreement provides: 


‘“* * * Laws of the State of New Jersey shall 
govern this trust indenture and any construction 
to be placed thereon or interpretation thereof.” 


The agreement provided for accumula- 
tions of income which were valid under the 
law of New Jersey and invalid under the 
law of New York. 


The plaintiff, as the presumptive holder 
of the next eventual estate and the present 
income beneficiary, seeks to recover from 
the trustee accumulations of income made 
pursuant to the agreement. The case was 
submitted to the Appellate Division upon an 
agreed statement of facts. 


HELD: That the provision, that the law 
of the domicile of the settlor shall govern, is 
valid. 

The court referred to Section 12A of the 
Personal Property Law which provides that, 
whenever a non-resident creates a trust of 
personal property within this state or of 
which the trustee is a resident of this state 
and declares in the instrument creating such 
trust that it should be construed and regu- 
lated by the laws of this state, the validity 
and effect of such trust shall be determined 
by such laws. The court inferred from this 
that the Legislature, by implication, had 
provided that the law of another state 
would apply when such intention was de- 
clared in the instrument. 

The court pointed out that in Hutchinson 
v. Ross, 262 N. Y. 381, the Court of Appeals 
concluded that the parties intended that the 
law of New York should apply and that, 
therefore, that case was distinguishable. 
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Decedents’ Estates—Order of Abate- 
ment of Legacies as Between 
Kindred and Others. 


California 
Estate of Wever, 84 Cal. App. Dec. 681, ——Cal. 
App. (2d) . March 2, 1936 

Testatrix’ will gave $25,000.00 in legacies 
to kindred, $34,000.00 to persons not related 
to her. There being only $28,000.00 to dis- 
tribute, question was whether general lega- 
cies to latter group should abate in favor 
of former. Order denying such abatement 
reversed. 

HELD: Spouse and kindred are preferred 
over other legatees where some legacies must 
abate in order to pay legacies to spouse and 
kindred in full, in view of Probate Code 
Sec. 750 providing that debts and expenses 
of administration are payable out of residue 
and if that insufficient, out of all other 
property proportionately but exempting spe- 
cific devises and legacies if court finds in- 
tent to exempt them and there is other suffi- 
cient estate; Sec. 751 providing that, except 
as otherwise provided in this code, legacies 
if not paid out of property expressly appro- 
priated by will therefor or property not 
disposed of by will, are payable from resi- 
due; and Sec. 752 providing that unless a 
different intention is expressed in will, lega- 
cies to spouse or kindred are chargeable only 
after legacies to persons not related to testa- 
tor. 

Whether legacies to nonkindred would 
likewise abate in favor of kindred in order 
to pay debts is not involved and not deter- 
mined. 


Investments—Holders of First Mort- 
gage Realty Bond Certificates Is- 
sued by Trust Company Held En- 
titled to Preference to Extent of 
Mortgage Security Upon Insolv- 
ency of Trust Company. 

Indiana—Supreme Court 

Grazinger et al v. Arehart et al. Decided Decem- 

ber 19, 1935. 

Some time prior to January 1, 1927, the 
Kendalville Trust and Savings Company is- 
sued and sold first mortgage real estate 
bond certificates containing a promise by 
the bank to pay the principal and interest 
five years after issuance and representing, 
among other things, that the bank had set 
aside to secure the payment of the certifi- 
cates, notes equal to the principal thereof, 
secured by first mortgages on real estate. 
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The certificates reserved the right to the 
bank to substitute from time to time other 
like notes and mortgages in like amount 
for such notes and mortgages as should be 
paid by the mortgagors. In accordance with 
this agreement, the Kendalville Trust and 
Savings Company selected and segregated 
from its other assets notes and mortgages 
totaling more than $200,000 to secure the 
payment of said instruments. On December 
31, 1928, the Kendalville Trust and Sav- 
ings Company, at all times solvent, trans- 
fered all of its assets to the Noble County 
Bank and Trust Company under contract 
by the terms of which the latter company 
agreed to pay all of the liabilities of the 
former. That among the assets transferred 
were the mortgage notes and mortgages 
which had been selected and segregated by 
the Kendalville Trust and Savings Com- 
pany to secure the bond certificates. At the 
time of the transfer, the Noble County 
Bank and Trust Company knew that the 
notes and mortgages had been so selected 
and set aside for the purpose above de- 
scribed, and said latter company accepted 
the same “for the use and benefit of the 
holders and owners of such certificates” 
and “for the purpose of securing the pay- 
ment of the then outstanding certificates.” 

After the transfer of December 31, 1928, 
the Noble County Bank and Trust Com- 
pany continued to keep said notes and 
mortgages separate and apart from its 
other assets and from time to time as said 
notes and mortgages became due and were 
paid, it substituted other notes and mort- 
gages in their place. Noble County Bank 
and Trust Company, subsequent to Decem- 
ber 31, 1928, issued in the name of the 
Kendalville Trust and Savings Company 
additional bond certificates, the payment of 
which it guaranteed, which bond certificates 
purported on their face to be secured by 
the aforesaid segregated mortgage notes 
and mortgages. Thereafter said Noble 
County Bank and Trust Company became 
insolvent and a liquidating receiver was 
appointed. 

The Appellate Court of Indiana in a de- 
cision rendered January 26, 1935, the re- 
port of which appears in 193 N. E. 714, 
reversed the lower court and held that none 
of the owners of the bond certificates were 
entitled to payment out of said mortgage 
notes and mortgages in preference over the 
general creditors of the Noble County Bank 
and Trust Company. The Supreme Court 
of Indiana overruled the Appellate Court 
and affirmed the decision of the lower court 
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and held that the owners of the bond 
certificates originally issued by the Kendal- 
ville Bank and Trust Company were en- 
titled to require the liquidaton of the notes 
and mortgages segregated and the applica- 
ton of the proceeds to the payment of their 
bond certificates without participation of the 
general creditors of the Noble County Bank 
and Trust Company; but that the owners 
of the bond certificates issued by Noble 
County Bank and Trust Company were not 
entitled to share in such proceeds. 

The first theory of the Supreme Court 
was that since the Kendalville Trust and 
Savings Company was at all times solvent, 
no rights of general creditors of said com- 
pany had intervened, so that even in the 
absence of any delivery of the pledged 
notes and mortgages by the Kendalville 
Trust and Savings Company, the contract 
to pledge was valid and enforceable by the 
bond certificate holders. 

The second theory was that since the 
Noble County Bank and Trust Company 
accepted the segregated notes and mort- 
gages for the use and benefit of the own- 
ers of the bond certificates and had full 
knowledge of all of the facts of the issu- 
ance of said certificates and segregation of 
said assets to secure the same, that it be- 
came a Trustee for the benefit of the hold- 
ers of the bond certificates, and held the 
notes and mortgages in trust for them. 

The third theory was that Gratzinger 
and the other owners of bond certificates 
which had been issued by the Noble County 
Bank and Trust Company after the trans- 
fer of the notes and mortgages to it by the 
Kendalville Trust and Savings Company 
were not entitled to share in the segregated 
notes and mortgages because the instru- 
ment of assignment from the one bank to 
the other specifically provided that said 
notes and mortgages were assigned “for 
the purpose of securing the payment of the 
then outstanding certificates.” 

The Supreme Court also held that the 
holders of the bond certificates issued by 
the Kendalville Savings and Trust Com- 
pany were entitled to enforce their claims 
against the notes and mortgages substi- 
tuted by the Noble County Bank and Trust 
Company for certain of the original notes 
and mortgages which had been paid, and 
the proceeds of which had been appropri- 
ated to its own use. The theory of this 
holding was, of course, that a cestui que 
trust is entitled to follow the trust res into 
property into which the res has been con- 
verted by the Trustee. 
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Investment of Trust Fund in Mort- 
gages—Fractional Interests—Pools 
—Participations—Notice to Benefi- 
ciaries — Declaration of Trust — 
Public Record—Corporate Books— 
Demand for Cash Payment — Ex- 
ceptions to Account—Practice and 
Custom—Equitable Jurisdiction. 

Pennsylvania—Supreme Court 
Guthrie’s Estate. Opinion by Drew, J. —— Pa. 


——, 182 Atl. 248, 84 P.L.J. 45, affirming 83 P.L.J. 
397. 


In Yost’s Estate, 316 Pa. 463, it was 
pointed out that, in holding a straight mort- 
gage in its own name with no other designa- 
tion of the trust than a declaration upon its 
own books, a corporate trustee violated a 
well-settled rule of law, and that the act of 
April 6, 1925, P. L. 152 (amending the act 
of May 9, 1889, P. L. 159, which, in turn 
amended the act of April 29, 1874, P. L. 73) 
afforded no justification for its so doing. 

In Guthrie’s Estate, the investments were 
of two kinds. (1) so-called “straight” mort- 
gages—mortgages which were separately 
allotted to the Guthrie estate, and each of 
which was held wholly for the benefit of 
that estate; (2) mortgages in each of which 
a fractional interest was allotted to the 
Guthrie estate and other fractional interests 
were allotted to other estates. The latter 
type of investment is like the familiar mort- 
gage pool, except that in this case the 
“pool,” in which participation is allotted to 
several estates, consists of a single mort- 
gage instead of a number of mortgages. It 
appears from the evidence offered in behalf 
of accountants that these mortgages were 
acquired by the trust company for the pur- 
pose of investing trust funds in them, and 
that the allotments to the Guthrie estate 
were ordinarily made within a few days 
after their acquisition—in some instances 
the date of allotment was the same as the 
date of the mortgage. Declarations of trust 
with respect to each mortgage were entered 
in at least three places in the books of the 
company’s trust department: (1) in the 
“trust mortgage investment ledger,” each 
sheet of which describes a particular mort- 
gage held in trust by the company and 
shows the estate or estates for which the 
mortgage is held; (2) in the “individual 
trust ledger” sheets of the Guthrie estate, 
which record the various investments and 
other dispositions of funds of that estate; 
(3) in the “mortgage memorandum ledger,” 
which shows all the mortgages held for the 
Guthrie estate. No designation of the com- 
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pany’s trusteeship or of the existence of the 
other trustees appeared either on the face 
of the mortgages or on the public record 
thereof, the company being described there- 
in as the mortgagee. 

Upon the termination of the trust certain 
of the parties in interest demanded that the 
trustees account in cash for.the money in- 
vested in the mortgages complained of. In 
commenting upon the acts of the trustee, the 
Supreme Court said: 


“The practice followed by the company in thus 
carrying these mortgages has been followed for 
over forty years by trust companies generally in 
Allegheny county and elsewhere throughout the 
state, with the exception of Philadelphia county. 
It has been approved by the orphans’ court of Al- 
legheny county and by the department of banking 
of the commonwealth. Inquiries by that department 
through the state have ascertained that trust mort- 
gages aggregating approximately $138,000,000, at 
least, are carried without disclosure of the trustee- 
ship on the public record, while other mortgages 
amounting to over $78,000,000 are designated upon 
the public record as trust mortgages.” 


Promptly after the petition for a reargu- 
ment in the Yost Estate was refused by the 
Supreme Court, the straight mortgages held 
for the Guthrie estate were assigned of 
record to the trustees of the estate, thereby 
designating on the face of the instruments 
and on the public record the fact that the 


mortgages were held in trust for the estate. 
Endorsements to the same effect were made 
on the bonds accompanying the mortgages. 
No assignment of record was made of the 
mortgages in which the estate’s interest was 
one of participation. 

In reaching its conclusion, indicated as 
being in harmony with that of the Court of 
Appeals of New York in Matter of Union 
Trust Company, 219 N. Y. 514, and in 
affirming the court below, the Supreme 
Court said: 


“With regard to the mortgages of the partici- 
pating type (with which we were not concerned in 
Yost’s Estate), we think the act of 1925, supra, 
provides sufficient warrant for the practice fol- 
lowed by the company. That act provides that trust 
companies may assign to various trust estates ‘par- 
ticipation in a general trust fund of mortgages 
* * * in which case it shall be a sufficient compli- 
ance with the provisions of this section for the 
company to designate clearly on its records’ the 
mortgages, the names of the participating trust 
estates and the amounts of their respective 
participations. It is further provided that the com- 
pany may re-purchase mortgages from the fund 
and substitute other mortgages therefor, and that 
no participating estate shall be deemed to have 
individual ownership in any mortgage in the fund. 
If designation on the company’s records is sufficient 
in the case of a participation pool consisting of a 
number of mortgages, it must likewise be sufficient 
where the participation is by a number of estates 
in but a single mortgage. It is plain that the legis- 
lature saw fit to permit an exception to the rule in 
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the case of participation in a pool of a number of 
mortgages because such pools could not be success- 
fully operated otherwise. It is equally plain that the 
exception is no less necessary to the successful op- 
eration of participations in single mortgages, and 
that the legislative intention must therefore have 
been to include the latter within the exception. 
The distinction is between mortgages in which par- 
ticipation is allotted and those in which there is 
no participation. The single mortgage participa- 
tion scheme is generically not distinguishable from 
that in which the participation is in a larger pool. 
Permission with regard to the greater must include 
permission as to the lesser. We are of the opinion 
that, so far as the participating mortgages are 
concerned, the practice here followed by the com- 
pany was within the sanction of the act of 1925, 
supra, and therefore not wrongful.” 

“Tt is argued here, as it was in Yost’s Estate, 
that the act of 1889, supra, as amended by the act 
of 1925, supra, likewise permits the practice fol- 
lowed by the company in carrying the straight 
mortgages. But it is quite clear that no such per- 
mission was intended. The act, as amended, ex- 
pressly provides an exception to the common-law 
rule in the case of participations. It must there- 
fore be construed as excluding from the exception 
a case, such as that of the straight mortgage, 
which is not specifically mentioned: expressio 
unius est exclusio alterius. See Steckler v. Luty, 
316 Pa. 440, 443, and cases there cited. A statute 
is not to be construed in derogation of the common 
law except to the extent expressly declared in its 
provisions: see Gratz v. Insurance Co. of North 
America, 282 Pa. 224, 234, and cases there cited. 
In Yost’s Estate we simply enforced the long- 
established rule forbidding a trustee to take trust 
property in his own name as an individual. We ad- 
here to that rule. 

“Under the facts of this case—which in vital re- 
spects are distinctly different from those before 
us in Yost’s Estate, as appellants admit—we are 
not disposed to penalize the company or its co- 
trustees for its conduct. It is quite apparent that 
the company acted in the utmost good faith with 
regard to the mortgages. (Referring to certain re- 
marks in the Restatement of the Law of Trusts, 
Section 179, comment d). Ample notice and in- 
formation concerning them was given to the bene- 
ficiaries, who were promptly told when the mort- 
gages in question were allotted to the estate and 
were kept fully informed as to the status of the 
investments. In fact the company displayed a com- 
plete willingness to disclose all relevant facts to 
the beneficiaries and take them into its fullest con- 
fidence. In carrying the mortgages as it did, the 
company was following what it thought was a 
legally valid practice and what was in fact a widely 
established custom. After the decision in Yost’s 
Estate, action was promptly taken by the com- 
pany to rectify its mistake and to indicate the fact 
of trusteeship upon the public record as well as 
on the face of the instruments. The loss which the 
exceptants have suffered, if any, has in no way 
been the result of the breach of trust here com- 
plained of, but, for all that appears, would have 
been nonetheless incurred had the mortgages been 
carried properly from the start. Clearly the ex- 
ceptants should not be permitted to shift their loss 
to these trustees. It would be unconscionable to re- 
quire the trustees to account in cash under the 
facts of this case. No court of equity should per- 
mit it. The exceptants have at most suffered what 
may be only a temporary loss, and that solely be- 
cause of the economic conditions of the times and 
the consequent general shrinkage in values. They 
would nonetheless ignore the good faith and sound 
business judgment of the trustees, who have made 
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full disclosure of their conduct of the trust, and 
would take advantage for their own gain of a tech- 
nical violation of law by the imposition of penal- 
ties therefor. The court below was plainly right in 
rejecting their claim. It is to be understood, how- 
ever, that the decree of the court below is affirmed 
not because the conduct of the trustees was right- 
ful, nor because there was an affirmance of their 
conduct by the exceptants, but because, under the 
circumstances, a grave injustice would result if 
the trustees were required to account in cash as 
claimed. The record now before us, very different 
from that with which we were confronted in Yost’s 
Estate, appeals strongly to the conscience of a 
court of equity to relieve these trustees from the 
penalties which were imposed in the Yost case, 
where, under the facts there shown, no such appeal 
was present. That a court of equity may in its dis- 
cretion refrain from inflicting penalties which it 
considers unjust under the circumstances is beyond 
dispute. 
“Decree affirmed.” 


Investments — Power of Court to 
Authorize Investment in Common 
Stocks. 


California—Superior Court, Santa Clara County 
Re Petition of Leland Stanford, Jr. University, 
Decided Feb. 25, 1936 


The case of Re Petition of Leland Stan- 
ford, Jr. University, (Los Angeles Daily 
Journal, Feb. 28, 1936), though only a trial 
court decision, is of interest because of the 
publicity it has received and the prominence 
of the persons concerned. This petition was 
filed pursuant to a statute (California 
Statutes 1903, page 9, Vol. 3 Deering’s 
General Laws of California, 1931, Act 8701) 
providing in substance that the trustees of 
any trust created for founding endowment 
and maintenance of a university, etc., may 
commence a special proceeding affecting, 
among other things, the terms, validity and 
legal effect of the grant founding the same 
and in which may be determined all ques- 
tions of law and fact affecting the validity 
and legal effect of any gift made in general 
terms for the benefit of the institution or 
any department thereof, and conferring 
jurisdiction upon the court to determine all 
questions of law and fact in the scope of 
the proceedings. 

In the instant petition, Stanford Univer- 
sity requested permission to invest part 
of its trust funds in common stock as a 
protection against inflation. The court held, 
first, that the grants, amendments and acts 
bearing upon the trusts under which Stan- 
ford University was founded contained no 
definite prohibition against investing trust 
funds in debentures or stocks of corpora- 
tions; and second, that there was nothing 
in the nature of the trust itself or in the 
obligations or responsibilities of the trustees 
which prohibited the making of such invest- 
ments. 
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On this latter point, the court after re- 
affirming the ordinary prudent man rule as 
applied to investments by trustees, points 
out that there are conditions under which 
even public securities as well as secured 
obligations of other kinds suffer depression 
in value, jeopardizing both income and 
capital, and states that experience has 
shown “that investments in shares of pri- 
vate corporations may, and often do, afford 
a greater measure of safety, combined with 
larger income yield, than investments in 
public securities or bonds in the same period. 
It would therefore seem to be an unreason- 
able rule to require a possibly unsafe invest- 
ment with little return and exclude a safer, 
or equally safe one, producing greater re- 
turn. And particularly is this true of a 
trust whose essential purpose would be de- 
feated if the income from the trust funds 
be withdrawn or substantially curtailed.” 


The court states that in the Stanford 
University trust the sole concern is not 
integrity of the corpus but that unless trust 
funds can be made to earn sufficient income 
to carry on the operation of the school, the 
trust will fail; that although it is the duty 
of the trustees to maintain the corpus intact, 
if they can do so without suspending or 
seriously curtailing the operation of the 
University, it is their primary duty to see 
to it that the educational work is carried on 
as designed by the founders of the trust. 


Referring to Harvard College v. Amory, 
9 Pick. 446 (Mass.), and Re Buhl’s Estate, 
178 N.W. 651, 12 A.L.R. 569 (Mich.), the 
court says of the rule laid down in these 
cases that “there should be no hesitancy in 
applying it to the character of trust here 
under consideration. And this would appear 
to apply with greater reason in times when 


depressed monetary values and defaulted 


or repudiated public commitments have 
raised grave doubts in the minds of prudent 
business men of the ultimate safety of pub- 
lic securities.” 


The court’s conclusion is that the circum- 
stances and the character of the trust 
justify the trustees in investing trust funds 
“in bonds, debentures and shares of stock 
of private corporations which are well 
managed and have enjoyed for a consider- 
able period of time such a reputation for 
permanence and stability that they com- 
mand the general confidence of careful and 
intelligent investors; and may likewise so 
invest in other generally recognized forms 
of investments providing adequate rate of 
interest and affording reasonable assurance 
of stable values.” 
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Mortgage Participations — Notice to 
General Guardian of Infant as Per- 
son Entitled to Receive Income. 


New York—Surrogate s Court, New York County 
Estate of Lillia M. Bearns 
New York Law Journal, February 13, 1936. 

The Banking Law (Subdivision 7, Sec- 
tion 188) permits a trust company to in- 
vest trust funds in parts or shares of bonds 
and mortgages held in its own name, pro- 
vided the company promptly notifies each 
person of full age and sound mind entitled 
to the income therefrom of the fact that 
such investment has been made. 

Under the terms of the will, the trustee 
was directed “to apply the net income” to 
the use of the life tenant until he should 
attain the age of twenty-five years. On 
June 3, 1930, the trustee invested $5,200 of 
trust funds in a part or share in a bond and 
mortgage held in its own name. The infant 
became of age on July 29, 1930. No notice 
of the investment was given to the infant 
either before or after his majority and 
no notice was given to his general guardian. 
In an accounting proceeding the former in- 
fant objected to the purchase on the ground 
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that the failure to give notice to the general 
guardian made the investment illegal. 

HELD: That, since the will directed the 
trustee to apply the income to the benefi- 
ciary rather than to pay it to him, the gen- 
eral guardian was not entitled to receive 
the income and therefore was not entitled 
to notice of the investment under the pro- 
visions of the statute. The court cited Mat- 
ter of Frame, New York Law Journal De- 
cember 28, 1935 [62 Trust Companies 109]. 

Held, also, that notice was not required 
to be given to the beneficiary after he be- 
came of age, although he became of age less 
than two months after the date of the in- 
vestment. 





Power of Appointment—Exercise of 
Power of Appointment by Resid- 
uary — Clause Does Not Inure to 
Benefit of Pecuniary Legatees. 

Massachusetts—Supreme Judicial Court 


Slayton v. Fitch Home, 1936 A. S. 645. Decided 
February 28, 1936. 


A testatrix who possessed both individual 
estate and a general testamentary power 
over a trust fund, by her will gave a num- 
ber of pecuniary legacies, and by a resid- 
uary clause broad enough to constitute an 
exercise of the power created a trust for 
the benefit of her grandchildren. When she 
made her will her individual estate was more 
than sufficient to pay the legacies. When 
she died her individual estate had shrunk 
about half. After payment of the debts and 
expenses what was left was only enough to 
pay about 40% of the legacies. The question 
was whether the appointed property could 
be used to pay either the debts or the pe- 
cuniary legacies. 


HELD: That it could not. While it is 
true that in some cases general pecuniary 
bequests have been held to show an inten- 
tion to exercise a power, in a case of this 
sort, where the testatrix’s individual estate 
was sufficient to pay the legacies at the 
time the will was executed, it follows that 
her controlling intent was to exercise the 
power by the residuary clause only. Also 
appointed property is assets for creditors 
only when the individual estate is insuffi- 
cient. 

The Court held further that the income 
accumulated on the appointed property after 
the testatrix’s death passed intact with it 
under the residuary clause and was not 
general assets. 


TRUST COMPANIES 


Principal and Income — Apportion- 
ment of Proceeds of Sale of Real 
Estate Acquired Upon Foreclosure 
of Mortgages. 

New York—Surrogate’s Court, New York County 


Matter of Otis 
New York Law Journal, March 12, 1936. 


This case represents an application by the 
Surrogate of New York County of the gen- 
eral rules of apportionment between income 
and principal of the proceeds received upon 
the sale of real property acquired upon the 
foreclosure of a mortgage held by a trustee, 
as such rules were laid down in In Re 
Chapal, 269 N. Y. 464 [62 Trust Companies 
240] to particular situations presented. 
(Compare also Matter of Pelcyger, 157 
Misc. 913 [reported as Matter of Hutter, 62 
Trust Companies 241]. 


HELD: (1) In determining the amount 
of income unpaid upon the investment, in- 
terest should be computed at the rate re- 
served in the mortgage to the date of the 
acquisition of title by the trustee and there- 
after, and until the sale of the property, at 
the rate which currently prevailed for legal 
investments during the period, which was 
there determined to be 4%. 

(2) Interest to be paid to the income 
beneficiary on funds advanced from princi- 
pal should also be computed at the rate cur- 
rently prevailing for legal investments, 
which was determined to be 4%. 

(3) When the property is sold for cash 
and a purchase money mortgage, both the 
cash and the mortgage should be appor- 
tioned between principal and income so each 
will receive a proportionate share in both. 

(4) Where Home Owners Loan Bonds are 
received in exchange for the original mort- 
gage, the proceeds of the sale of the bonds 
and not the bonds themselves should be ap- 
portioned and the apportionment should be 
made as of the date of the sale of the bonds. 

(5) Any surplus rents received from the 
real property, after reimbursing principal 
for advances and paying interest upon such 
advances, should be retained by the trustee 
until the property is sold. The income is 
part of the salvage operation and withhold- 
ing the income is necessary for “safeguard- 
ing the rights of the remaindermen.” 





TRUST COMPANIES 


Remainder Interests — Construed as 
Vested Remainders to Tenants in 
Common Rather than Contingent 
Remainders to a Class. 

Massachusetts—Supreme Judicial Court 

Cotter v. Cotter, 1936 A. S. 599. Decided February 

27, 1936. 

X by his will, after a legacy of $500 to 
his daughter, A, who was a nun, gave the 
residue to his wife in trust for her own use 
during her life. On her death the principal 
was to be divided equally among his four 
children, B, C, D and E, the issue of a 
deceased child to take the parent’s share by 
right of representation. The bequest to A 
was to be in lieu of any share she might 
take on the wife’s death. The wife survived 
her husband. One of the children, B, pre- 
deceased the wife, without issue, having 
previously conveyed to his wife, F, all his 
interest under his father’s will. The ques- 
tion was whether B had a vested interest 
which passed to F, or whether only those 
living on the death of the testator’s wife 
took. 

HELD: That the four children took 
vested interests as tenants in common and 
not as members of a class. Accordingly, F 
was entitled to B’s share. The provision for 
the issue of a deceased son was either in- 
tended to take care of the contingency of 
a child predeceasing the testator or else 
meant that the children took vested inter- 
ests subject to be divested if they died leav- 
ing issue. The mere fact that the daughter, 
A, might conceivably take as an heir of a 
child who died intestate and without issue 
was not sufficient to affect the construction. 
(Note—the opinion contains an excellent 
discussion of “classes” and of the rule of 
construction in favor of vested interests.) 


Wills—Waiver of Will by Widow is 
Ineffective if Filed by Her Attor- 
ney After Her Death. 


' Massachusetts—Supreme Judicial Court 
Friedman v. Andrews, 1936 A. S. 715. Decided 
March 5, 1936. 


On the same day that the petition for 
probate of the will was filed the widow de- 
livered to her counsel a signed waiver. For 
some reason (not appearing) he did not file 
it. Before the time for filing it elapsed she 
died. Her counsel immediately filed it the 
next day. 

HELD: The waiver was ineffective. A 
waiver takes effect only when it is filed, and 
the power delegated to her agent to file it 
for her terminated with her death. As the 
right of waiver is a personal privilege and 
not a property right it cannot be exercised 
by anyone else after her death. 
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Liability—Services Rendered to Ben- 
eficiary : 


Wisconsin—Supreme Court 
In Re Ray’s Estate, 265 N.W. 89. Decided Feb- 
ruary 4, 1936. 

Testator left a trust fund of $100,000, 
the income to be devoted by the trustee, to 
the extent necessary in its opinion, to the 
support, maintenance and comfort of the 
testator’s aged sister, who was totally blind 
and resided in a sanitarium. Thereafter, so 
long as the sister lived, the trustee paid 
weekly bills submitted to it by the sani- 
tarium for her board, room, nurse and in- 
cidental expenses. Upon the death of the 
sister the sanitarium included in its bill for 
the final week an item of $2,500 for medical 
attention over a period of seven years dur- 
ing which the trust was in force. The trus- 
tee had not previously known of any medi- 
cal services and had not made any arrange- 
ments therefor. The sanitarium filed a claim 
against the trustee for the amount of its 
bill. 

The court held that the trust estate was 
not liable, because the beneficiary of a trust 
cannot by the acceptance of services or 
goods create a liability against the trustee 
without the latter’s knowledge and ap- 
proval. “The very basis of a claim upon 
implied contract is that goods or services 
were furnished at the special instance and 
request of the person sought to be charged, 
not of some other person who had no 
authority to create a liability against the 
person sought to be charged.” 
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